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REED J. TAYLOR, a single person,
Counterdefendant.

)
)

)

1

2
3

COMES NOW Jonathan D. Hally attorney of record for defendant herein and pursuant to
Idaho Rule of Civil Procedure 11 (b)(2) respectfully moves this honorable court for leave to withdraw

4

5

as attorney of record for the Defendants Connie Taylor, James Beck and Corrine Beck.

6

This motion is made for the following reasons:

7

l.

8
9

Plaintiff's Counsel, Roderick Bond, has asserted that Clark and Feeney has a conflict

of interest with which Reed Taylor will not waive. The conflict of interest arises from the fact that
Clark and Feeney had successfully represented various members of the Taylor family, including

10

Reed Taylor. Although prevailing at trial, said action was appealed. All briefing on said appeal has
11

12

been completed. Nevertheless, Mr. Bond has asserted that Reed Taylor will be taking action against

13

Clark and Feeney and/or Mr. Jonathan Hally, including seeking disciplinary action from the Idaho

14

State Bar.

15

2.

As a result of the allegations of conflict and threat of potential legal action and/or

16

disciplinary action, it is virtually impossible for Jonathan D. Hally to provide the requisite level of
17

18

legal representation required of an attorney.

19

WHEREFORE, the attorney of record for Defendants Connie Taylor, James Beck and

20

Corrine Beck, in this cause, respectfully requests that this Court issue an order permitting

21

him to withdraw from further representation of Defendant effective upon the signing of said

22
23

24

25

26

order.
Oral argument is requested.
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Dated this

~ay of July, 2008.
CLARK AND FEENEY

1

~.~~

2

By:

-!9natlian
an member of the firm
-------D. Hally,
'

3

~Attorneys for Defendants Connie Taylor,

4

James Beck, and Corrine Beck

5

6

CERTIFICATE OF SERVICE

7

I HEREBY CERTIFY that on the
of July, 2008, I caused to be served a true
and correct copy of the foregoing document by the method indicated below, and addressed to the
following:

8

~ay

9

10
11

12
13
14
15
16

17
18

19
20

21

U.S. Mail
Hand Delivered
Overnight Mail
Telecopy (FAX)
Email (pdf attachment)

Roderick C. Bond
Ned A. Cannon
Smith and Cannon
508 Eighth Street
Lewiston, ID 8350 I
Attorneys for Reed Taylor
Gary Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Ste. 1000
PO Box 1617
Boise, ID 83701-1617
Attorneys for AlA Services, AlA Insurance,
and Crop USA Insurance Agency
David A Gittins
Law Offices of David A Gittins
843 7th Street
PO Box 191
Clarkston, W A 99403
Attorneys for Duclos and Freeman

o
o
o

l3"
~

U.S. Mail
Hand Delivered
Overnight Mail
Te1ecopy (FAX)
Email (pdf attachment)

U.S. Mail
Hand Delivered
Overnight Mail
TeJecopy (FAX)
Email (pdf attachment)
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23

24

25
26
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LAW OFFICES OF

SMITH, CANNON & BOND
JERRY V. SMITH T
NED A. CANNON
RODERICK C. BOND ..

PLLC

ATTORNEYS AT LAW
S08 EIGHTH STREET
LEWISTON, IDAHO 83501

Telephone
(208) 743-9428
Facsimile
(208) 746-8421

-t Retired (12-37"(]5)
*" Admitted in Washington only

May 11,2007
VIA FACSIMILE (208) 342-3829

Gary D. Babbitt
Hawley Troxell Ennis & Hawley LLP
P_O. Box 1617
Boise, ID 83701-1617
Re:

Reed Taylor v. AlA Services Corporation, et al.
Case No. CV 07-00208
SC&B File No. 1048-004

Dear Gary:
This letter is in response to your letter dated May 3, 2007, our recent telephone conversations,
and your email dated May 11, 2007.
Reed Taylor will not agree to extend any additional time to your clients as requested in your
letter dated May 3, 2007. While I am unaware of the date that your fIrm was retained as counsel
for AIA Services and AlA Insurance, there has been ample time for your clients to respond to the
Motion to Compel Audit and produce the requested documents. Reed Taylor'S First Requests
for Production of Documents was served on your clients on March 23, 2007. Clements, Brown
& McNichols withdrew on April 13, 2007. Thus, your clients had 21 days to prepare responses
with prior counsel, an additional 8 days to prepare responses since the date of your Notice of
Appearance, and over 20 days without counsel. The requested documents could be easily
assembled by ALA personnel, including John Taylor, who is an active member of the Idaho Bar.
r note that you did not respond to my email request regarding the date your fIrm was retained as
counsel. In any event, your clients have had more than sufficient time to respond.
Pursuant to Rule 37, this letter serves as our last effort to have you comply with Reed Taylor's
Requests for Production. As noted above, AlA Services and ALA Insurance have already
received substantial additional time to respond and an additional 8 days since the date of your
letter. There is absolutely no reason why the corporations could not have already provided the
requested documents and further delay can only be viewed as an delay tactic. If the requested
documents are not made available to us for inspection by 5 p.m. on May 16, 2007, Reed Taylor
will file a motion to compel and seek sanctions.
With respect to additional time for filing an Amended Answer, please note that Reed Taylor will
be filing a Motion to Amend the Complaint within the next week. Thus, your clients will receive
additional time to answer by way of a Third Amended Complaint.
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With respect to Reed Taylor's Motion for Reconsideration, Motion for Preliminary Injunction,
and Motion for Temporary Restraining Order, AlA Insurance and AIA Services were vigorously
represented by Mr. McNichols and your clients are not entitled to respond further. Reed Taylor
would vehemently object to any further responses on these motions and we would move to strike
all such responses.
The Court indicated that new counsel for AlA Services and AlA Insurance would be permitted to
file a response to Reed Taylor's Motion to Compel Audit. We believe that you have had
sufficient time to respond to the Motion to Compel Audit. All parties are also fully aware that
Reed Taylor requires pertinent documents and information prior to any mediation. Thus, your
clients' further efforts to delay or prevent an audit can only be viewed as inappropriate litigation
tactics.
This letter also confurns that you advised me that AIA Insurance and AlA Services do not have
claims against John Taylor. I am surprised at your position in this regard as you are exposing
your firm to claims from shareholders and other parties, including Reed Taylor. As the counsel
for the corporations, you have a duty to bring claims for the benefit of the corporations, their
shareholders and their creditors in light of insolvency. Furthermore, it is inappropriate for John
Taylor to direct litigation on behalf of the corporation in light of the substantial claims already
alleged against him. I am further surprised that you would not require direction and consent
from a disinterested board of directors prior to your representation of both corporations because
of the substantial claims alleged against John Taylor. A careful review of the pleadings, briefs,
oral testimony and hearing exhibits clearly demonstrates that the corporations have been
operated for years for the benefit of John Taylor and others to the detriment of Reed Taylor and
other creditors.
In addition, all of the outstanding shares of AlA Insurance are pledged to Reed Taylor. If and
when Reed Taylor is permitted to exercise his rights under the various agreements andlor Idaho
law, AlA Insurance will be bringing claims against John Taylor, Bryan Freeman, and JoLee
Duclos. Your fum will also be exposed to possible claims from Reed Taylor at that time. We
will not permit this issue to go unaddressed.
You previously advised me that the annual shareholder meeting of AlA Insurance would not take
place. Reed Taylor demands that you advise him of timely prior written notice of the time and
place of any shareholder meeting of AlA Insurance with sufficient time to seek emergency relief
from the Court for approval to vote the shares pledged to him.
You also indicated that your clients would seek to prevent Reed Taylor from obtaining the
documents requested in his subpoenas to your clients' auditors based upon accountant/client
privilege. As I advised you, such privilege is only applicable in situations involving the IRS.
Your clients' position in this regard leads to but one conclusion: What are your clients hiding?
In addition, Reed Taylor views such a position as further inappropriate delay tactics. I also
advised you that the time has expired for any objections to the subpoenas and both auditors failed
to timely object as required by the Court Rules. If necessary, Reed Taylor will move to compel
the prorludion of (111 clOCllments from the llllclitms for inspection and will i:eek sanctions,
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Gary D. Babbitt
May 11,2007
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Finally, attached is a list of documents provided to me by AlA. The documents were provided to
me in hard copy and not on a disk. The disk that you referenced is my work product, so a copy
will not be provided to you or any other party.

I look forward to your clients' response to the issues raised in this letter.
Sincerely,

SM!TH'~NNO~; BOND PLLC
By: Roderick .
RCB:ar

cc:

~nd
\

Reed Taylor wi enclos&res via email
David A Gittins w/enc/psures
Jonathan D. Hally w/endfosures
Michael E. McNichols w/enclosures
Paul Cressman, Jr. w/enclosures via email
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Roderick C. Bond
From:

Gary Babbitt [GDB@hteh.com]

Sent:

Friday, May 11, 2007 3:34 PM

To:

Roderick C. Bond

Subject: RE: Taylor v. AlA, et al.
Dear Rod
Several of the accusations in your email are absolutely wrong. As you know, your client is asserting that John
Taylor has committed various wrongful acts both against your client and AlA Insurance. Based on those
allegations, you repeatedly accused Mike McNichols of having a conflict of interest in the representation of both
John Taylor and the insurance companies. Based on those accusations, Mike McNichols moved to withdraw on
March 28, just 5 days after you served the discovery responses. In light of your very strong accusations that
Mike, under no circumstances, should represent both John and AlA, it would have been inappropriate for Mike
McNichols to have been the one who filed objections to your discovery responses on behalf of AlA.
The court granted Mike's motion to withdraw on April 13,2007, and allowed AlA 20 days to obtain new counsel.
AlA contacted Hawley Troxell about representing it in this matter, but, in light of your repeated accusations
that only an independent board of directors could hire a law firm to represent AlA (including so much as asking
the Court to prohibit AlA from paying its own legal bills), Hawley Troxell was unable to quickly be retained by
AlA. In an abundance of caution, Hawyley Troxell insisted that a full Board of Directors be in place before Hawley
Troxell would accept representation. A new Board of Directors was just recently formed, and that Board of
Directors retained Hawley Troxell on May 2,2007, the same day Hawley Troxell filed its notice of appearance and
requested from you an extention of time to get up to speed in the matter. Thus, although Hawley Troxell had
contact with AlA prior to May 2, Hawley Troxell was not retained in this matter, did not have the files, and could
not respond to your discovery requests.
Contrary to your letter, I have not told you that AlA does not have claims against John Taylor. Hawley Troxell has
just recently been retained, and, of course, has not fully investigated the matter yet (which is exactly why we need
some time to get up to speed in this case).
Thank you for finally supplying the list of documents you already have in your possession. That will assist me in
responding to the discovery requests.
Please get your facts straight. I do not appreciate your threats.

From: Roderick C. Bond [mailto:rod@scblegal.com]

Sent: Friday, May 11, 20073:38 PM
To: Gary Babbitt
Cc: Paul Cressman Jr.
Subject: Taylor v. AlA, et al.
Gary:
Attached is my letter dated today, which was also faxed to you today.
Rod
B~RoderickC.Bond

Smith, Cannon & Bond PLLC
508 Eighth St.
Lewiston, 10 83501

AffiBViT OF RODERICK C. BOND

Tel: (208
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Fax: (208) 746-8421
rod@scblegal.com
This email and any attachments may contain confidential and/or legally privileged information, which only the
authorized recipient may receive and/or view. If you are not an intended recipient, please promptly delete this
message and contact the sender at the above address. Thank you.
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Gary D. Babbitt ISB No. 1486
D. John Ashby ISB No. 7228
HAWLEY TROXELL ENNIS & HAWLEY LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, ID 83701-1617
Telephone: (208) 344-6000
Facsimile: (208) .342-3829
Email: gdb@hteh.com
jash@hteh.com
Attorneys for Defendants AIA Services Corporation
and AIA Insurance, Inc.
IN TIlE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT
OF THE STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED T. TAYLOR, a single perso~
Plaintiff,
vs..

)
)
)
)
)

AIA SERVICES CORPORATION, an Idaho
corporation; AIA lNSURANCE, INC., an
Idaho cOlpOlation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof;
BRYAN FREEMAN, a single person; and
JOLEE DUCLOS, a single person,
Defendants..

)
)
)
)
)
)
)
)
)
)
)

Case No. CV-07-00208
OPPOSITION TO PLAlNTIFF REED
TAYLOR'S PROPOSED FIFTH
AMENDED COMPLAINT

----------------------------)
Defendants AlA Services COIporation ("AIA Service") and AIA Insurance, Inc. ("AIA
Insur'ance") (sometimes collectively referred to as "AIA"), submit this Opposition to Plaintiff
Reed TaylOI's Proposed Fifth Amend Complaint

RECEIVED
C!I='P

""_.

OPPOSITION TO PLAINTIFF REED TAYLOR'S PROPOSED FIFTH AMENDED
COMPLAlNT - 1

3J7(p
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8. SOdD PLLC
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I. INTRODUCTION
Plaintiff Reed Taylor now moves to amend his Complaint for the fifth time.. Although
enlarging the complaint from 32 pages to 47 pages, the proposed Fifth Amended Complaint adds
very little of substance, The principal additions to the proposed Fifth Amended Complaint are
that it seeks to add Michael Cashman as a defendant and that it seeks to add three new causes of
action: (1) Breach of the Covenant of Good Faith and Fair Dealing; (2) Civil ConspiIacy; and (3)
"Deepening Insolvency," AlA opposes the proposed Fifth Amended Complaint to the extent that
it seeks to add Michael Cashman as a defendant and to the extent that it seeks to add a cause of
action for "Deepening Insolvency" No such cause of action exists and this proposed cause of
action, therefore, fails to state a claim.

II. ARGUMENT
The Motion to File the Proposed Fourth Amended Complaint Should be Denied to
the Extent that Is Seeks to Add a Cause of Action for' "Deepening Insolvency."

A.

Leave to file an amended complaint is properly denied where the amended complaint,
itself~

fails to state a claim or otherwise fails as a matter of law. As explained in Black Canyon

Racquetball Club, Inc, v, Idaho First Nat. Bank, N.A . , 119 Idaho 171, 175,804 P.2d 900, 904
(1991):

In determining whether an amended complaint should be allowed,
where leave of court is required under Rule 15(a), the court may
consider whether the new claims proposed to be inserted into the
action by the amended complaint state a valid claim .... , If the
amended pleading does not set out a valid claim, or if the opposing
p81ty would be prejudiced by the delay in adding the new claim, or
if the opposing party has an available defense such as a statute of
limitations, it is not an abuse of discretion for the trial court to
deny the motion to file the amended complaint

Id (emphasis added); see also 6 Wright & Miller, FEDERAL PRACTICE AND PROCEDURE § 1487
(2d ed. 1990) ("Ifthe proposed change clearly is frivolous or advances a claim or defense that is
OPPOSITION TO PLAINTIFF REED TAnOR'S PROPOSED FIFTH AMENDED
COMPLAINT - 2

AFFIDVIT OF RODERICK C. BOND
IN SUPPORT OF DISQUALIFICATION

3177

400050006 1042624 1

legally insufficient on its face, the court may deny leave to amend.") (analyzing the functionally
identical Ru1e 15(a) of the Federal Rules of Civil Procedure).
The so-called "deepening insolvency" cause of action is a controversial doctrine that has
been accepted by only a few courts and specifically rejected by many more. The few comts that
recognize the cause of action generally describe it as a "fiaudulent prolongation of a
corporation's life or expansion of its debt beyond insolvency in a manner resu1ting in a further
dissipation of assets and, in some circumstances, a costly bankruptcy filing . " In re Amcast
Indus Corp., 365 B.R. 91, 115 (Bkrtcy. S . D. Ohio 2007).. "[T]the sine qua non of the concept is
that the defendant breached some pre-existing duty of care owed to the corporation in deepening
its insolvency." It is essentially a claim that defendants have breached fiduciary duties by
increasing the insolvency ofa cOIporation. It is best described as a "somewhat convoluted
theory that has not been uniformly applied nor universally embraced.." Id- (citations omitted).
It appeals that no Idaho Court has ever addressed, much less recognized, the "deepening
insolvency" cause of action. Most courts that have considered it have refused to recognize the
cause of action. TrenwickAmerica Litigation Trust v. Ernst & Young, LLP., 906 A.2d 168, 206
(Del.. Ch. 2006) (declining to recognize the deepening insolvency cause of action and noting that
"[i]n so ruling, I reach a result consistent with a growing body of federal jurisprudence, which
has recognized that those federal comts that became infatuated with the concept, did not look
closely enough at the object of their ardor. " As explained recently in In re Avado Brands, Inc . ,
358 RR.. 868, 886-88 (Bkrtcy. N. D. Tex. 2006):
The Trustee suggests that the trend of recent cases is to recognize
"deepening insolvency" as a viable cause of action; however,
recent cases point in the opposite dir·ection .......
The trend seems to be a rejection of deepening insolvency as a
theory ofliability in general.. . . .
OPPOSITION TO PLAINTIFF REED TAYLOR'S PROPOSED FIF TH AMENDED
COMPLAINT - 3
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Id.
In refusing to recognize the "deepening insolvency" cause of action, the cOUIts emphasize

that the cause of action is duplicative of a breach offiducimy duty cause of action and, therefore,
hold that it is unnecessary to recognize a new and contJ:oversial cause of action that adds nothing
to a general fraud or breach of fiduciary duty claim. Indeed, the crux of the claim is that a
defendant has breached fiduciary duties by increasing the insolvency of a cOIporation, so it is
subsumed in a standard breach of fiduciary duty claim. See, e.g., Trenwick, 906 A.2d at 174,
204-07 (concluding that the "deepening insolvency" cause of action does not exist under
Delaware law, and that "[e]xisting equitable causes of action for breach of fiduciary duty, and
existing legal causes of action for fraud., fraudulent conveyance, and breach of contract are the
appropriate means by which to challenge the actions ofbomds of insolvent corporations") (citing
mUltiple cases in footnote 105 that similarly reject the cause of action); In re Amcast Indus.

Corp . , 365 RR. 91, 118 (Blatcy. S.D . Ohio 2007) ("Moreover, a number ofcoUIts suggest that
when deepening insolvency is applied to directors or officers who already have a fiduciary duty
to the corporation, the cause of action should be dismissed as duplicative oia claim for breach of
fiduciary duty. .. The complete redundancy ofthe deepening insolvency claim provides this
court with ample reason, by itself; for dismissing it as a cause of action "); In re Parmalat Sec
Litig., 383 F. Supp. 2d 587,601-02 (S.D.N.Y. 2005) (declining to recognize deepening

insolvency cause of action under North Carolina law where the injuries plaintiff complained of
were equally compensable under more traditional tort theories, such as breach of :fiduciary duty);

In re Felt Mig Co., Inc., 2007 WL 2177690, *20 (BanIa'. D N.H. 2007) (:finding that the "New
Hampshire Supreme Court would not recognize a new cause of action for deepening insolvency
based on the allegations in the complaint because existing causes of action for breach of

OPPOSITION TO PLAlNIIFF REED TAYLOR'S PROPOSED FIFTH AMENDED
COMPLAINT - 4
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fiduciary duty and fraud against the Count VII Defendants appear' to provide the Committee with
adequate remedies under existing law").

In asserting a new cause of action for "increasing insolvency," Plaintiff does not add any
new factual allegations. He simply repeats the same allegations contained in the five prior
versions ofthe complaint that the defendants have breached fiduciary duties by driving AIA into
insolvency. These allegations are identical to and subsumed in Plaintiff's 'Third Cause of Action
for fraud and his Ninth Cause of Action for breach of fiduciary duty. The addition of the
"deepening insolvency" cause of action adds nothing to the complaint, except for another
convoluted and soundly rejected legal theory.
This Court should reach the same conclusion already reached by the vast majority of
courts that have considered the issue - the so-called "deepening insolvency" cause of' action
should be removed from the proposed Fifth Amended Complaint because (1) it is not a
recognized cause of action, and (2) it is duplicative of the already-pled fi:aud and breach of
fiduciary duty causes of action.

B.

The Complaint's Attempt To Add New Parties Is Futile
The proposed Fifth Amended Complaint seeks to add Michael Cashman as a defendant

Michael Cashman is a shareholder.. He is not a member of the Board of Directors, nor is he
alleged to be. The proposed Fifth Amended Complaint alleges that Cashman was part of an
"advisory board" and that the advisOlY boards were established to fi:'audulentlyand/or
inappropriately limit individual liability.. See Proposed Fifth Amended Complaint, ~ 2.40.
The allegation that Michael Cashman has "at certain relevant times" served as a member
of an "advisory board" does not state a claim that subjects him to personal liability fOI the
actions ofthe corporations . Only the Board ofDiIectoI's is authorized to act on behalf of the
OPPOSITION TO PLAINTIFF REED TAYLOR'S PROPOSED FIFTH AMENDED
COMPLAINT - 5
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corpOIation. To serve as a member of the Board of Directors, one must be elected or appointed.

See I.C. § 30-1-803, 30-1-810. An "advisory board" is not a legal concept incOIporated into the
Idaho Code. The Idaho Code specifically articulates the authOIity held by the Board of
DirectOIs, the duties of members of the Board of Directors, and the liability that members of the
Board of Directors face if they breach those duties . See I.C §§ 30-1-830, 30-1-831. The Idaho
Code simply does not provide for personal liability of a so-called advisory board, nor does any
Idaho case law (or case law .from any other jurisdiction to counsel' s knowledge).. An advisory
board has no authority to bind the corporation and no authority to make decisions on behalf of
the cOIpOIation. The Board of Directors, of course, may consult with others, but the members of
the Board of Directors ar'e the only authorized decision-makers and ar'e the only individuals who
face personal liability.. It is a fundamental principle of cOIporate law that a mere shar'eholdeI~
like Michael Cashman, is not subject to personal liability for the actions ofa cOIporation.
Michael Cashman, as a shareholder, is not subject to personal liability for the acts ofthe
corpolations .. He is not a proper defendant in this litigation and he should be removed from the
proposed Fifth Amended Complaint

III. CONCLUSION
F or the foregoing reasons, Plaintiff should not be permitted to add Michael Cashman as a
defendant to the Fifth Amended Complaint The so-called "deepening insolvency" cause of
action should also be removed from the proposed Fifth Amended Complaint
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DATED THIS

~ day of September, 2007.
HAWLEY TROXELL ENNIS & HAWLEY LLP

ABh yIS No. 7228
nieys for Defendants AIA Services
Corporation and AIA Insurance, Inc.
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CERTlFICATE OF SERVICE
I HEREBY CERTIFY that on this J() day of September~ 2007, I caused to be served a
true copy of the foregoing OPPOSITION toPLAINTIFF REED TAYLOR'S PROPOSED
FlFTH AMENDED COMPLAINT by the method indicated below, and addressed to each ofthe
following:
Roderick C. Bond
Ned A Cannon
Smith, Cannon & Bond PLLC
508 Eighth Street
Lewiston, ID 83501
[Attorneys for Plaintiff]

_ _ U.s. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
Telecopy
::Z=Email

Paul R.. Cressman, Tr.
Ahlers & Cressman PLLC
999 Third Avenue, Suite 3100
Seattle, W A 98104-4088
[Attorneys for Plaintiff]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
Telecopy

David A. Gittins
Law Office of David A. Gittins
P.. O. Box 191
Clarkston, WA 99403
[Attorney for Defendants Duclos and Freeman]
Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston, ID 83501
[Attorneys for Defendant R. John Taylor]
Jonathan D.. Hally
Clark & Feeney
P . O.Box285
Lewiston, ID 83501
[Attorneys for Defendant Connie Taylor]

~Email

_ _ US. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy
-L-Email

_ _ U. S Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy
-L-Email
_ _ U . S . Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy
~Email
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To:208 746 8421

SEP-20-2007 lS:48 From:CLEMENTS BROWN & MCN 208 746 9295

Michael E. McNichols
CLEMENTS, BROWN & McNICHOLS. P.A.
Attorneys at Law
321 J3th Street
Post Office Box 1510
Lewiston, Idaho 83501
(208) 743 .. 6538
(208) 746-0753 (Facsimile)
ISB No. 993
Attorneys for Defendant R. John Taylor

IN'THE DISTRlCT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

REED J. TAYLOR, a single person;

)
)

Plaintiff:

Case No: CV 07-00208

)
)

VB.

)

)

AIA SERVICES CORPORATION, an Idaho)
corporation; AlA INSURANCE, INC., an
)
Idaho corporation; R.· JOHN TAYLOR and )
CONNIE TAYLOR, individually and the
)
community property comprised thereof;
)
BRYAN FREEMAN, a single person; and
)
JOLEE DUCLOS, a single person;CROP USA)
INSVRANCE AGENCY. INC., an Idaho
)
Corporation; and JAMES BECK and
)
CORRINE BECK, individually and the
)
community property comprised thereof;
)
)
Defendants.
)

MEMORANDUM IN
OPPOSITION TO PLAINTIFF
REED J. TAYLORtS
MOTION AND
MEMORANDUM OF LAW
TO AMEND AND
SUPPLEMENT COMPLAINT

Defendant R. John Taylor opposes PLAINTIFF REED 1. TAYLOR'S
MOTION AND MEMORANDUM OF LAW TO AMEND AND SUPPLEMENT
COMPLAINT on the grounds set forth in the OPPOSITION TO PLAINTIFF REED
TAYLORtS 'PROPOSED FIFTH AMENDED COMPLAINT tiled by AlA Services

RECEI\/ED
MEMORANDUM IN OPPOSlTrON TO

E HI

PLArN-rllFHMEOIl~ AND
MEMQM~1OIJJf~\Y)rQ~~I~D
SUPPr:EIVtSN'T~cbMp[ATh1'< ~

-1-

To:208 746 8421

SEP-20-2007 15:48 From:CLEMENTS 8ROWN & MCN 208 746 9295

Corporation and AlA Insurance, Inc.
DATED this 20th day of September, 2007.
CLEMENTS, BROWN & McNICHOLS, P.A.

BY:~~
MIlSHAE:MCNICOS
CE&I1FICATE ~F SERVIQi

I hereby certify that on the 20tlday of September, 2007, I caused to be
served a true and correct copy of the foregoing by the method indicated below, and
addressed to the following:
Roderick C. Bond
Ned A. Cannon
Smith, Cannon & Bond, PLLC
Attorneys at Law
508 Eighth Street
Lewiston.lD 83501
Facsimile: 746.. 842 J

David A. Gittins
Attorney at Law
P.O. Box .191
Clarkston, WA 99403
Facsimile: 758-3576

Paul R. Cressman, Jr.
Ahlers & Cressman, PLLC
999 Third Avenue» Suite 3100
Seattle, WA 98104-4088
Facsimile: (206) 287-9902

Jonathan D. HaBy
Clark & Feeney
P.O. Box 285
Lewiston, ID 83501
Facsimile: 746-9160

Gary D. Babbitt and D. John Ashby
Hawley Troxell Ennis & Hawley, LLP
877 Main Street, Ste. 1000
P.O. Box 1617
Boise, ID 83701-1617
Facsimile: (208) 342-3829
_ _ _ _ U.S. MAIL
_ _ _ _ HAND DELIVERED
OVERNIGHT MAIL
-~X'----. TELECOPY (FAX)

MEMORANDUM IN OPPOSITION TO

PLAfN!UlFIU\'itEDJj.~~<M'OONlN AND
MEM~~IF(m(,AIHL~A~:®ND

SUPPLEMENT COMPLAINT
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Roderick C. Bond
From:

Gary Babbitt [GDB@hteh.com]

Sent:

Thursday, April 17, 2008 1:26 PM

To:

Roderick C. Bond

Cc:

John Ashby; David Brown; Michael McNichols; Jon; David A. Gittins; JoLee Duclos; Gary
Babbitt

Subject:

Washington Bank Documents

Attachments: AIA_0027144.pdf

Rod, The Attachment contains some recent Washinton Bank Documents. (Bates numbers 27144 thru 27188.) In
your email I you mentioned a Pledge. I can not find a Pledge document. Gary

3JPto
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EXHIBIT 3~

~ETTLElVru:N~ ~ RELEASE :...::A.;;:G~R~E,;;;;;.El\::.:;1:.;;:"E,,",N.;..T
,

-;}",('\ .....o...r '\

This SETTLEMENT AND RELEASE AGREEMENT (,'Agreement'J i~ ~tered into as o~
t -, ,200~ (''Effective Date':). by and j>.etwccn Shad D. Priest, ~ Director of th.e Idaho
Department of Insurance, ~. . ~!\M~&,~rgg flustce of The Universe Life Insurance Company
Liquidating Trust and the Liquidator/Rehabilitato> of TIle Universe Life lnsurance Company, in
Liquidation, ("Liquidator"), and AlA SERVICES CORPORA nON and AlA INSURANCE, INC-,

(collectively "AlA")
RECITALS'

Whereas The Liquidator has expressed a number of claims against AIA in connection with the
I1quidation of The Universe: Life Insurance Company in that certain action pending in the Fourth
Judicial District in and fot' the State of Idaho, ('..,ounty of Ada, designated cCl.?e number CV OC
0201884D (hereinafter the: "Suit"); and
'

Whert:as AlA has expressed a number of claims against the Universe Ufe Insura~ce Company,
mcIuding but not limited to claims for ~ liability, administrative and commission claims and cla:ims
related to that certain Portland Reinsurance Agreement; and

of

ot

Wherem the parties desire to be reieased any and all obligations) claims, liabilities. and causes
action. which were express,ed or cotlld have been expr~ssed as part of the rel1abilitator or Iiquic;l.ation
of the Universe Life Insurance Company and further desire to dismiss the Suit with prejudice and
without the paxties recovering attorneys' fees or costs, or the payment of any sums n.ot specillcally
recited'herein; and
In consideration of the above and the mutual promises and covenants contained herein, the parties
hereby agree as follows:

AGREEMENT
1..
Release by Liquidator. In exchange for the consideration of this Agreement and the
undertakings recited herein, The Liquidator, on behalf of the Idaho Department ofInsunUlCC: and The
UniverSe Life Insurance Company, hereby rele~es AlA. its predecessors, successors, current and
furiner agents, employees, representatives, assjgns, administrators, past, present and future
shareho1ders~ parent, subsidiary, and affiliated Corporat1ons, associates, partners, tenants, contractors,
sub-contractors. alto~eys. accountants, and insure:ts of and from any and all claims~ demands,
controversies, acHans, causes of action, obligations. damages and liabilities of any nature whatsoever,
whether at law or at equity, that either party ever had, now 1lllS, or will ever have, arising out of the
subject matter of the Suit, including any claims for guarantees claimed owing by AIA on behalf of
The Universe Life Insurance Company,
Release by AlA. In exchange for the comideration of this Agreement aud the
recited herein. AJA hereby releas~ the L,iquidator and the Universe Life Insurance
Company, their predecessors, successors, current and fonner agents, emplqyees, representatives,
2.

unde~takings

SeUl"ement and Release Agteement - 1

AFFIDVIT OF RODERICK C. BOND
IN SUPPORT OF DISQUALIFICATION

3((7
AIA0027144

assigns, administrators, past, present and future shareholders, parent, subsidiary, and affiliated
corpotations. associates, partnerS. tenants, contractors, sub-contractors, attorneys, accountants, and
insurers of and from any and all cla.ims demands, controversies, actions, causes of action, obligations,
damages and liabilities of any nature whatsoever, wl~ethel at law or at equity. that AlA ever had, now
has, or will ever have, arising out of the rehabilitation or liquidation of the Universe Life Insurance
Company, including but not limited te the subject matter of the Suit, including claims arising from
the Notice of DetermhuI.tion of Claims in the Liquidation of Universe Life lnsurance Company issued
November, 2000, for ·tax. liability, administrative and commission c1.'1ims and claims related to that
certain Portland Reinsurance Agreement

3.,
Payment of Consideration and Fees. The Liquidator, in its statutory capacity with
respect to the assets of the Universe Life Insurance CompanYI holds ce~ain interests in and to the
oncumbrance ofilie real property commonly identified as 1 II Main Street. Lewiston, Idaho, County
of Nez Perc;; Idaho> and more particnlarly identified in Exhibit A. The Liquidator shall. witb;n ten
(10) days of the date of approval by the Liquidation Court of this Agreement as referenced in
Paragraph 4, transfer all of the light, title and interest in and to that certain J.ewis Clark Plaza
encumbrance to AlA.

the

4.
Dismissal With Prejudice. Upon ex.ecution of this Agreement,
Liqui4ator and AlA
will jointty request the Liqnidati~n Coutt'~ approval of this Agre~ment by filing a stipula~ion for
Dismissal with Prejlldice in·the {oim attached hen'lto as £xhibit B. The parties agree that /he dismissal
of all olaims ·ofilic·Suit shall with prejudice and without recovery of fees or costs to either party.

oe

$,.
Agreement Contingent on Court Approval. Should the- C'..ourl deny, in whole or in part,
the proposed dismissal or refuse to approve any prOvision of this Agreement, either PaitY may elect to
terminate this Agreement within 1Q days of the date of any such ruling by the Court, by provicling
written notice of such election. and in that event this Agreement shall be nuil and void and of no
further force or effect.

6"
The pm ties agree that this Agreement does not have any effect. upon or consequence to
the Agricultural Trusts' claims against the Universe estate cnrrentIy pending on appeal before the
Idaho Supreme Court.
7.
Entire Agreement. This Agreement constitutes the entire agreement between the
parties. Any fUlther agreement shall be in writing and signed by the party or parties affected by said

Agreement.
8..
Attorneys' Fees. The parti~ agree to bear' their own attorneys' fees and costs in
connection with the Suit and this Agreement. pIovided, however t.hat in the event that any pa.rty takes
legal action with respect to the enforcement or interpretation of this Agreement, the prevailing party
shall recover its costs, fees and expenses related to such action including, without limitation, its
attorneys' fees.

9.
.Titl% Headings and Recitals. Titles and Headings of sections oUbis Agreement are
fur convenience of reference only and shall not affect tb.c construotion of any provision of this
Agreement. The recitals are specifically incorporate<I into this Agreement as if set forth. in full in the
body hereo£.:

Settlement qnd Release Agreement - 2
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10
Auth011ty, Each party represents and waIlants that it has sole right and exolusive
authority to execute this Agreement, and that it has not sold, assigned, transferred. conveyed, or
otherwise subrogated or disposed of any plaim or demand against the other relating to any matter
covered by this Agzeement. Each patty represents that" it is duly authorized to cnter into this
Agreement, and each person signing on behalf of an entity represents that he or she is duly authorized
to sign on behalf ofiliat entity.
1L
Renresentation by Counsel. Each party represents that its execution ofthi5 Agreement
is free and voluntary, and is intended solely as a compromise of disputed claims. Each party has been
represented by counsel in the negotiation of this Agreement. No promise or inducement to ent~r into
this Agreement;. except as expressly stated herein, is made by or to the parties.

12.
Further Assurances. Each party to t1tis Agreen:'lent shaH at its own expense perfoml all
aets and execute all documents and instruments that may be necessary or convenient to carty out its
obligations under this Agreement
.
13
No Admissions_ Ibis Agreement is a compromise of disputed clainls and neither this
Agreement, nor any consideration provided under it, will be taken as or construed to be an admi$sion
or concession of any kind by any party to this Agreement..
14.~ . B-inding on Successors, This Agreement is binding
.
successors and assigns..

On

the parties and their heirs,

15.
Coun~_ This Agreement may becxeeuted in any number of counterparts. All of
such counterparts together shall const.itute one document at such tilne as the counterparts are
executed. which document shall, in total, contain the signatures of both parties hereto.
16.
Governing LawlVenue. This Agreement shall, in all respects, be interpreted, enforced,
and governed under the substantive laws and not solely the law of conflicts of the State: of Idaho.
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SHAD D. PRIEST. ~ Director of the Idaho Department of Insurance, ~.s-e~pl'lcit,. MTrustee QfThe Universe Life Insurance Company Liquidating Trust and the
Liquidator/Rehabilitator of The Universe Life Insurance Company
Date:

I - tP ',.- iJ 1

Date:

{ l. (

Date:

{ 2.

fr-.. . .-

AlA SERVICES CORPORATION.

By:

\I

/

\)

w

Its:

AlA 'INSURANCE, iNC

(t r /0 (,

36231134 .. 2 .ooe
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PROMISSORY NOTE
September .;[8.., 2007

$500,000.00

FOR VALUE RECEIVED, the undersigned. AIA SERVICES CORPORATION, an
Idaho corporation ("Borrower''), hereby promises to pay to the order of CROP USA
INSURANCE AGENCY, INC., an Idaho corporation ("Lender"), at its office at One Lewis
Clark Plaza. p, 0. Box 538, Lewiston, Idaho 83501 (Ot suoh other place as Lender may direct
from time to time), in lawful money ofthe United States, and in immediately available funds, the
principal amount of Five Hundred Thousand and No/IOO Dollars ($500,000"00) or such lesser
amount as Lender may, in its sole discretion, advance to Borrower hereunder from time to time
("Note Amount!», as of and after the date written above. and to pay interest on said Note
Amoun.t from the date of each such advance until the maturity date of the Assigned Promissory
Note (defined below) ("Maturity Date'), computed at the per annum late of fifteen percent
(15%) ("Interest Rate").
The lnterest Rate payable hereunder shall be computed on the basis of actual days
elapsed and a year 0065 days.

This Promissory Note ("Note") may be pre-paid in whole or .in pru:t at any time.. The
principal of this Note may be advanced in multiple advances as requested by Borrower. No
more than one (1) advance may be requested per caJendai month. The minimum advance shall
be $1,000. and each advance shall be in an amount which is a multiple of $1,000. This Note
represents a revolving line of credit; pTincipal amounts repaid may be reborrowed..
This Note is secured by the following, pursuant to the Collateral Assignment of
Promissory Note Secured by Deed of Trust, Deed of TrtlSt) and Escrow Agre~ment of even date
herewith (the "CoUateral Assignment'):

(1)
Borrower-'s interest in a Promissory Note dated Doo·embeI· 30, 1993 in the original
principal amount of $1,987,500.00 between The Universe Life Insurance Company, as Seller
(subsequently assigned to AIA Se~vices Corporation by WiIJiam W" Deal, Director of the Idaho
Department of Insurance, in his capacity as Liquidator of The Univetse Life IllSllIllilce Company,
in Liquidation) ("Liquidator»), and Washington Bank Properties, as Maker (the "Assigned
Promissory Note");
(2)
Borrower's .interest in a Deed of Trust dated December 30, 1993 and recorded in
the real estate records of Nez Perce County, Idaho on December 30, 1993 as Instrument No.
580883, to secU!'c the obligations of the Assigned Promissory Note from Washington Bank
Propelties, as Grantor; Land Title of Nez Perce COWlty. Inc. , as Trustee; and The Universe Life
Insutance Company, as Beneficiary (subsequently assigned to AIA Services Corporation by
Liquidator (the "ASSigned Deed of Trusf'); and
(3)
Borrower's interest in an Escrow Agreement dated December 30, 1993 between
The Universe Life Insurance Company, as Seller (subsequently assigned to AIA Services
Corporation by Liquidator); Washington Bank: Properties, as Buyer; AlA Insurance, Inc., as
PROMISSORY NOTE
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Tenant; and Land Title of Nez Perce County, Inc. as Escrow Agent for Escrow Account No, 298
(the «Escrow Agreement').,
The Assigned Promissory Note, the Assigned Deed of Trust> and the Escrow Agreement
are referenced hereinafter as (the "Collateral Documents), and incorporated herein by
reference.
Should BotlOweT receive any prepayment OfPIllCipal on the Assigned Promissory Note
during the term of this Note, suoh prepayment shall be paid by Borrower to Lender as a
prepayruent on this Note, to the extent of any outstanding balance on this Note at the time such
prepayment is received.
Upon the occutrence of any of the following events (each an "Event of Default"):
J"
Borrower shall fail to pay any of its obligations under this Note on the date when
due, or shall fail to observe or perform any of the tenns 01 conditions of the Collaternl
Documents;

2.
(a) Borrower shall (I) commence any case) proceeding, or other action under any
existing or future law ofany j~ctionJ domestic or foreign. relating to bankruptcy, insolvency,
reorganization, or relief of debtors} seeking to have an order' fol' relief entered with respect to it,
or seeking to adjudicate it a bankrupt or insolvent, or seeking reorganization, arrangement,
adjustment, winding-up, liquidation, dissolution, composition, or other relief with respect to it or
its debts; (ii) co,rpmence any case, proceeding or other action seeking appointment of a receiver,
trustect custodian, or other simtlar official for it or fo!' all Of any substantial part of its assets; or
(iii) make a genera1 assignment for the benefit of its creditots; (b) there shall be commenced
against BOITower any case, proceeding or other' action of a nature referred to in clause (a) above
which (i) results in the entry of an order fOI relief or any such adjudication or appointment, or (ii)
remains un dismissed, undischarged, or unbonded for a period of sixty (60) days; (c) there shall
be commenced against Borrower' any case, proceeding, or other action seeking issuance of a
warrant of attachment, execution, distraint, or similar process against an or any substantial part
of its assets that results in the entry of an order for any such relief that shall not have been
vacated, discharged, or stayed or bonded pending appeal within sixty (60) days from the entry
thereot; (d) Borrower shall take any action in fmtherance of: or indicating its consent to,
approval o~ OT acquiescence in, any of the acts set forth in clause (a), (b), OT (c) above; or (e)
Borrower shall generally not, or shan be unable to, or'shall admit in writing its inability to) pay
its debts as they become due;
3.
Any event of default shall occur under any of the Collateral Documents and such
event of default shall not be cured within thirty (30) days of snch occurrence, plus any grace
period allowed lUlder such Collateral Documents;
THEN, Lender may declare the outstanding prinCipal balance hereof immediately due
and payable and Bonower shall immediately pay to Lender all such amounts, with interest
accrued but unpaid thereon to the date of payment in full at the applicable rate provided herein.
B01rower, for' itself~ its successors and assigns, hereby waives diligence, presentment,
protest and demand and notice of protest, demand, dishonor and nonpayment of this Note,
PROMISSORY NOIE
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Borrower agrees to pay all collection expenses, court costs and reasonable attorney fees
and disbursements (whether or not litigation is connnenced) that may be incuIred in cOll1ection
with the collection or enforcement of this Note .
Notwithstanding anything in this Note or the Collateral Asignment to the contrary. the
CoI1atet"al Documents shall be the sale recourse of Lender upon an Event of Default by
Bonower, and the liability of Borrower shall be limited to its interest in the Collateral
Documents.
This Note shall be governed by and construed in accordance with the laws of the State of
Idaho

BORROWER:
AlA SERVICES CORPORATION,

an Idaho c~ora 'on
r

J'lY:

PROMlSSOR Y NOIE

Jfjfl~*a"tY~lo4lr,~~r---·--------'--
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MeJ
When Recorded. Mail !();
Patrick V. Collins
HAWLEY TROXELL ENNIS & HAWIRY ru

877 West Main SI:rt::ct, Snitd 000
Boise, Idaho 83102
Telephone; (2~8)344-6000

Jj)(>'raw

.

SPACE ABOVE THIS LlNERESERVED FOR REGORDING PURr'OSBS

ASSIGNMENT OF PROMISSORY NOTE, DEED OF TRUST
AND ESCROW AGREEMENT

PURSUANT TO THAT CERTAIN ORDER GRANTlNG PETITION FOR At'FROVAL
OF SETTLEMENT AGRE.EMEN1' AND TO DiSMISs CI,AIMS RE: AlA SERVICES, INC
AND AlA INSURANCE, lNC.. executed by Ada County DistIict Court Judge Thomas F.
Neville, and enteted into the Court Records of Consolidated Case Nos . CV OC 9601126D and
CV OC 020.1884D. a cettificd copy of wbich is attached hereto as Exhibit "An ("Settlement
Order''). William W~ Dealt l>irecior of the ldahQ Department ofInsnl"ance,iD .his +::apacity
~s

Liquidator of The Universe Life Insurance Company, in Liquidation ('·Assign.o:r"),
":Beneficiary" under that certain Deed of TrUst dated December 30, 1993. and executed by
Washingfull .Bank Properties ("Grantor") to Land Title of J:'ilez PeJ.'·ce County. Inc.
("Trustee"), and Jeromed on December 30. 1993 as Insttument No. 580883 in the records of
Nez l'erce County, State of Idaho ("Deed of Trust"), coveting the.real property descn"bed in
Schedule B attached, given to secure the payment of that certain promissory note dated
Dec~ber 30, 1993 made hy Gtantor an,d pa.yable to the order ofllie Beneficiary in the original
prillcipal amount of One Million Nme Hundred Eighty Seven Thousand Five Hundred and
No/lOO Dollars ($1,987,50000) (<(Note") including interest therco~ has ENDORSED said Note
and does hereby ASSIGN AND TRANSFER to AlA Setvices GOlporaiion. an rdaho corporation
("Assignee"), whose address is 11 t 'Main Street. P. 0 Box 538, Lowiston. Idaho 83501, any and
all tight. title and interest of The Univelse Life Insurance COlllpany in. said Note and Deed of
Trust

Tho original No~ and the orlgin,al Deed of Trust are currently held in Escrow No. 298 llt
the office of Trustee; located at 1230 Idah.o street. Lewiston, Idaho 83501 pu!'suant to th~t
certain Escrow Agreement dated Dccemher 30, '1993 by and between The Universe Life
Insurnnce Company. as Sellet; AlA InsU!2ClCe:, Inc.• as Ten.anl; and Land Title of Nez Perce
Connty. Inc. as Escrow (''ESCI:OW Agreement"), arid attached bereto as Exhibit etC". Pursuant
to the Settlement OtdC!:"; Assignot does hereby ASS~GN AND TRANSFER to Assignee an right,
title andintOt'cst of rho Universe Life Il~suraO.cc Company in said Escrow Agreement. '

ASSro,'lMRNT
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Dated

thisZ?/~:t·y ot-L

r....'-( • 2007.

ASSIGNOR:
William W. Deal, DtreetoJ' of the Idaho
Department ofIns!lrance~ in his capacity as
Uquidator of The UlIiverse Life Insurance

compi;/~::on

By:_.:...!AAt1lt<...::,...::...;:...!!~~,-,'Y.~~_
William A Deal

STATE OF IDAHO

County of Ada
-4

)
)ss
)

,'J:.r~

i\ ~
1I1I,1)11,s4 J.)1J1c.;/4-.

·--1

On thisA_,1_ ~ of~ 2001, before me,.
in and for said State, personally appeared WILLIAM W

D~

, a Nota1y Public
known or identified to me to be

tI:e Director of the Idaho D~t:mc!1t o.fInsUIallce'J? his .q!Wf..~ity as LiqaidatoI of The Univers~
Life Tnsurance Company. lU LIgmdation. the agaaay~'f'€ee £ta~e 3f ~ that executed the
within instrument, and ac~owledged to me that such Eliteet<i~§!."the- Idm¢ DepO!!trnent 0£"
ffiSl:HfHtec executed the same.
!c.-po, ,.,.,..
1N WITNESS WHEREOF, I have heJeunto set my hand and affixed my official seal the

day and year in this certificate first above written

~

0':::'-·

Notaty Public for I~..

....

Residing at:
. 1.XJ'7 ~
__.
Mycomrnissionexpires: '</:~$
>
.
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B. Newal Squyres (ISB #1621)
Special Deputy Attorney General
Ted C Murdock (ISB #5431)
HOLLAi'l'b & HART LLP
Suite 1400. US. Bank Plaza
101 South Capitol Bouleva;rd
Post Offiee Box 2527
Boise, Idaho 83701
Telephone: 208.342.5000
Facsimile: 208.343.8869
Attorneys for Universe Liquidator

IN THE DISTRICT COURT OF THE FOURTH JUDIC1AL DIST1HCT
OF THE STATE OF IDAllO, IN AND FOR THE CO~TNTY OF ADA
IN THE MAlTER OF THE
LTQUfDAflON OF IHE UNIVERSE
LIFE rNSURANCE COMPANY,
--~-

.., - - - -

)
)
)
)

MARY L. HARTUNG, Director of the )
Idaho Department ot Insurance, in her )
capacity as Liquidato! of The Univen.e )
Life Insurance Company, in
)
Liquidation,
)
)
Pla:intiff~

Case N{) .. CV OC 9601126D

)

)

Case No. CV OC 0201884D

ORDER GRANTING PETITION FOR
APPROVAL OF SETTLElVfENT
AGREEMENT AND TO DISMISS
CLAIMS RE: AIA SERVICES, INC.
AND AlA INSURANCE, INC.

)

)
)

VB ..

AIA SERVICES, INC. and ;\IA
INSURANCE, INC .
Defendants.

--------,,-

)

)
)
)
)

ORDER GRANTING PETITION FOR APPROVAL OF SETTLEME:NT
AGREEMENT AND TO DISMISS CLAIMS RE. AlA SERVICES~ INC. AND
AfA INSURANCE, INC.... t
AFFIDVIT OF RODERICK C. BOND
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This matter having come before the COlUt for hearing on June 8,2007. upon the
Petition fot Approval of Settlement Agreement and to Dismiss Claims re: AIA Services.
Inc. and AlA Insurance. Inc . , filed April 4. 2007> whereby the Universe Liquidator and
Special Deputy Liquidator requested an Order approving the Settlement and Release
Agreement attached to the Petition as Exhibit A_
The Settlement and Release Agreement was entered into between Universe, AlA
Services, Inc . and ALA Insurance, Inc, on OI about JanualY 11,2007_ Among other
things) the Settlement and Release Agreement calls for the settl~ment and dismissal of
the above-captioned lawsuit, the transfer to AlA Services Corporation of' all of
Universe's right, title, and interest in the Lewis Clark Plaza property, and the
withdrawal and dismissal of all claims AIA Services, Inc. or AlA Insurance, Inc.
brought or could have brought against the Universe estate or the Universe Liquidato!'

lIS

part of the rehabilitation or liquidation proceedings.
Notice of the Petition was provided to int~tested parties. Having received no
objection to the Petition, being fully advised in the premises, and for good cause shown,
the Court heleby issues its Order approving the Settlement and Release Agreement
attached to the Petition as Exhibit A.

IT'IS HEREBY ORDERED, ADJUDGED, AND DECREED that the Liquidator's
Petition for Approval of Settlement Agreement and Dismiss Claims re: AIA Services,
Inc. and AlA lnsulance, rnc. is G'RANTED. This Older approves the Settlement and
Release Agreement attached to the Pt:tition as Exhibit A, including the settlement and
dismissal of the above-captioned lawsuit;

ORDER GRANTING PETITION FOR APPROVAL OF SETTLEMENT
.
AGREEMF:NT AND TO DISMISS CLAiMS RE: AIA SERVICES) INC. AND
ALA fNSURANCE, INC. - 2
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If IS FURTHER ORDERED, ADJUDGED, AND DECREED that Universe shall

transfer aU of its right, title and interest in the Lewis Clark Plaza propertyJ including)
witbout limitation, the Note·payable to Washington Bank PIoperties and the Deed of
Trust encumbering the Lewis Clark Plaza property which secures the Note, to AlA
Services Corporation, according to the termS detailed in the Settlement and Release

Agreement;
IT IS FURTfIER ORDERED, ADJUDGED, AND DECREED that AlA Services,
Inc. and AIA Insurance, Inc . shaH telcase the Universe estate and the Universe
Liquidato!' from all claims which Were brought or could have been hrought as part of
the Universe rehabilitation or liquidation proceedings, according to the terms deta~1cd

in the Settletnent and Release Agreement;
If IS. FURTHER ORbERET>. ADJUDGED, AND DECREED that it is in the best
interest of the Universe estate that the litigation with AlA Ser:vices, Inc. and AlA
Insurance, Inc. b0 dj$miss~d~ and that settling the case upon the terms detailed in the
Settlement and Release Agreement is a fair and reasonaqle resolution to the litigation;
IT IS FURTHER ORDERED, ADJUDGED, AND DECItEED that the L~quidator
and Special Deputy Liquidator are a~tthorized and directed to do all acts, execute all
documents and perform all and any functions necessary to effect the terms of the
Settlement and Release Agreement and to settle and dismiss this lawsuit in accordance

with its terms and in accordance with the

tell~s

of this Order;

IT IS l'URIHER ORDERED, ADnJDGED, AND DECREED that the Notice
provided by the Special Deputy Liquidator in conjunction. with this Petition was

ORDER GRANTING PETITION FOR APPROVAL OF SETTLEMENT

AGREEMENT AND' TO DISMISS CLAIMS RE: AlA SERVICES, INC. AN.D
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adequate and complete and that the Liquidator has fulfilled his obligation and duty to
pI'esent this matter for Court approval.

II IS SO ORDER?D On this

g!!day of ~t-. 2007 .

~

JUDGE THOMAS F. NEVILLE

ORDER GRANTING PETITION FOR APPROVAL OF SETTLEMENT
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James W. Rhodes, Esq.
Kerr I{vine Rhodes & Ables
201 Robert S. Ken Avenue
Suite 600
Oklahoma City, OK 73102-4267
Fax; 405,236.3 121

0
0

Et
0

Shad D. Priest
Idaho Department of Insurance
700 West State St.reet, Ihitd Floor
P.O. Box 83720
Boise, ID 83720-0043
Fax: 208.3 34 . 4398

0

Kenneth C. Howell, Esq.
I-fawley. noxell Ennis & Hawley
8. 77 Main Street, Suite 1000
P ..O. Box 1617
Boise, ID 83701~1617
fax: 208.342.3829

U. S. Mail
Hand Delivered
Overnight Mail
Telecopy (Fax)

l0

~
0

U.s, Mail
Hand Delivered

U.S. Mail
Ov~ruight

Mail
I de copy (Pax)

0

- ..

Overnight Mail
Telccopy (Pax)

Han'd Delivered

0

Richard H. Greener. Esq.
Chtistophcr C. Burke, Esq .
Greener Banducci & Shoemaker
950 W. Bannock; Suite 900
Boise.ID 83703
Fax: 208 . 319-2601

U~S . Mail
Hand Delivered

Overnight Mall
Telecopy (Fa,x)

~AV-- _,--_ --...

~
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0

..

Court
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CL:ERK'S CERTIFICATE. OF SERVICE

U --

I hereby certify that on t h i s L day of
Q _ 2007, f caused to be
served a tnlO a.'1d correct copy of the foregoing by~ indicated below. and
addressed to the following:

~

B., Newal Squyres, Esq .
Ted C., Murdock, Esq.
Holland & Hart
101 S. Capitol Blvd, Suite 1400
P.O, Box 2527
Boise, ID 8.370I··2527
Fax: 208.343 . &869

o

o
o

E1.

William C. Roden, Esq.
Hopkins Roden C(Qckett
Hansen & Hoopes
302 West Bannock Street
Suite 900 .
Boise, ID 83702
Fax: 208336 .. 9154

fohn F. Fin.ston, Esq .
SonnenscheiI:l, N ath & Rosenthal
685 Market Street
San Francisco, CA 94105
Fax:

o
o

·0

[1
o

US, Mail
Hand Delivered
Ove:might Mail
Telecopy (Pax)

u.s. Mail
Hand Delivered
Overnight Mail
Telecopy (Fax)

U.S. Mail
Hand Delivered
Overnight Mail
Telecopy (Fax)

Mazk <Jeston, Esq.
Stoel Rives
1900 U.S. Bank Plaza
1()1 South Capitol Boulevard
Boise, ID 83702
.
Fax: 20&.389 . 904Q

Paul Peterson
Project Manager/Staff
NOLHGA
13873 Pal,'k Center Road
Suite 329.
.
. Herndon, VA 20171
Fax:

US, Mail
Hand Delivered
Overnight Mail
Telecopy (Fax)

~

o
o
o

U,S. Mail
Hand J!elivered
Ovemight Mail
Te1ecopy (Fax)
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EXRI:aI.'l" .tAft

SITUATE iN NEZ PERCE COUNTY, STATE OF IDAffO TO

~IT:

?1\RCEL NO.1:

Lots 1t 2 and 3, 4 and S, alack 24, C!T~ OF LL-NISTON , according

to ~Q recordQd plat thereof, records ot N~Z Perce County, Idaho.

PARCEL NO.2:

an~ a" Bli";!!:~';' ;"~4;;-Qtrtt:le:plat of l1!. B. :rRUE'S ~~y to
':he Cj,ty of Le.wiSitort; according to the recorCiQd plat m~:i;.~Zlf·,

LOt.s G, 7

reoords of Nez

P~rcQ

CountYr Idaho.

ALSO the South 4 feat appro~imatelYl mora or less, of ~D" St~eet
shown on said plat adjacent to said Lot 7 and adjaoent to ea~d
:sot 6 r such. South portion of said .10" street baing t:.he port.ion
th~reof that. was occupiad by occupant~ of said Lo~ "7 and 6, and
not open ot'" in Use u <t streEtt: when said E .. 2" 'l'~. madatha
survey from Which said plat. was made, aG found in the findings of
th~ ¢.OU1;t on Novfttber 20, 1.905.in Scully against SquiQ.X'1 at aI,
No. 990 in taa JiSitrict court of s4id Ne~ ~erce County, affi~ed
13 Idaho 417; al~o affirmed 31$ u.s. 144; :C S.ct. 51; 54 L.Ed.
131 in which finding the court said,: "Said SUl::vey and plat ... cut

off approximately 4 fa.~ from the North and of buildinq tnen

stdnding and actual usa and occupancy - in Blocks 23 and 24 of
the City of Le"C"iaton - - - that. the South line of '(0" st::r:eet as
thencaestaPl.iahed by user was approximately 4 feet North of the
line originally shoWn on thQ E.B. True map - as the south lina of
ltD"

st::r:e~t.

~LSO tn~ East 2 feet of Second StrQQt as shown on sai4 plat
: adjacent to said Lots 7 ~nd S, ~onvQyed to Robart Groatein and
Ab~~n~ gl~nard, January 12, 18S~f Book 27 at Deeds paga 1.73, by
T. s. Bi::tlj;~ga(y.ay,or>¢f:.'E:J~·ia: cit£y.

EXC~PTING HOWEVER from land

hereinabove described, t.~a following:

TRACTS, viz: That portion from South side cZ said Lot "J,
described in Deed trom Robert Grostoin and A. Binnard to T. S.
Bil"l~ngsr Mayor Qf the city of Lewiston, dated .January 11, 1881,
BOOK 27

o~

Daeci9, paqe 175, as follows:

N'orth$r-ly line of "E"
Second street; thence North~rly

Commencing at th" int.srsection at thQ

Street

~itn

tha Easterly lin«

o~

along said Ea~te~ly line of Second Street a dis~anc~ of 10 feet,
Chance Eage.rly at right angl~ to said Ea6t~rly ling of S~cond
Strac"t. a di:stanca of 40 fget to it~ intgrSlt!1ction (,lith th"e
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SITUATE IN NEZ PERCE: COUNT"" STATE Of IOAHO TO WIT!
:lorcherly line. of ftE" ~.tr$et; a.nd .the.nce Westerly along' said
:fortherly line of "E u stree.t a distance of 43 feet to the PQINT

OF 9EdINNING.

?1U<.CEL NO.3:
All that block. at land bQund'ild on eta Wast by First; StrQet, on
t~a South by Main street, on the East by Second street I and on
the Uo.tth hy, ntl~ striet, said lJropex:ty. b~ing some~ima. d'l~cr~d

as Blac.k,s 25, 26 and Courthou~e Slack, and: that. e~rtl,ilh ~lleYr::

lyinq be.tw'ean sa.id Block 2.5 and the Com;thotls. B),oek and, Block
25, all shown by 'the 'plat or thQ city of Lawi~tonf NQZ PQrce
county. l:d.abo.

street situate between
the South line at tiD" St:r:ae;t and the NortO line af Ma.l.n Strae:e in
toe city of Lewist.on, Idaho, a~co~din9' to thtt. ori,ginlti plat
thar.of" the gat!11li being' the: le74 g.uiv(l;yof E. B. Truiiil, EXCEPT the
East 2. £~.t of Second Street a~ sh~wn on said plat. adjacent to
Lots 7 and at con~ayed to Robert ~rostQin and Abrah~ Binnard f
TOGETHER WITH all that portion of Second

January 12t lS81, Book 27 of Deeds,

Mayor of said City.
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This Escrow Agreement is entered as of December 30 1 2993, by
(IISe11er ll ) , AIA
INSURAN'CE, INC. C'Tenant ll } r WASHINGTON BANK PR.OPERTIES ("Buyer") ~
and LAND TLTLE'OF NEZ PERCH COUNTY, in Lewiston, Xdaho, as escrow
agent (IIEsc::t"owU ) . Tenant is a. w.holly-owne~ subsidiary of Seller.

and between THE UNIVERSE LIFE INSURANCE CO.

nae:lt:.illls

, ,A..
Seller and Buyer have entered into that oertain Agreement
of Purchase arid sale dated December 10 r 1993 I as amended (the
"Purchase Ag:t'eement"), 'pursuant to whioh Buyer purchased the
property described therein (the IIProperty").
B.
Buyer grauted to Selle.r that certain Deed of '!'rust dated
December 30 f 1993 (the !lDeed of Trust") and made that certain
Promissory Note dated December 30, 2993 {the n»ote l1) r both of which
are in the original, principal amount of $1,987,500 and have been
deposited to Escrow to be, held by and disposed of by Escrow in
accordance with this Agreement.
copies of the Note and Deed,of
Trust are each attached hereto as EXhibits A and B, respectively.

C.
Buyer and Tenant have entered into that certain Lease
dated DecemlJer 30.r 1993 (the II Lease II) I a copy of which has been
deposited to Escrow'to be held by and disposed of by Escrow in
accordance ~itn this Agreement. A copy of the Lease is attached
hereto as Exhibit c.
Agreement

In consideration of the execution of the Agreement and the
mutual promises and covenants herein contai.ned, the parties hereto
agree as follows:
L
Escrow Agent. Seller I' Tenant and )3uyer hereby designate
and appoint Escrow as the escrow agent to se.rv~ in accax'dance with
the ter:ms of this Agreement, and Escrow agrees to act in suoh
capacity upon the terlllS, conditions and provisions provided in this
Agreement.
'
2.
Depos! t of the EscroY! Documents.
On or befol:"e the
execution of this Agreement, the Note, the Deed of Trust and the
Lease have been de Iivered to Escrow, the receipt of which is hereby
acknowledged by Escrow.

N?ta and Deed of Tryst.

3.

a.
CO'mmencing upon the date of this Agreement, Escrow
shall hold the Note and Deed of Trust and Escrow shall collect on
behalf
Bellel;:' a1.1 payments made by Buyer under the terms of the
Note and Deed of Trust and credit the same 'to Seller's account,
promptly disbursing to Seller any net cash ba1.ance (if any, after

oe

- 1. J~~Iy.~n?(,n~ERICK
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payment of all.current due and payable amounts under the Lease)
remaining in Seller's account. The first payment of p:r:'incipal and
interest by Buyer is due and payable on July 1, 1994.
b.
Upon satisfaction of the Note, Escrow shall cause
the Deed of Trust to be reconveyed. Escrow is authorized to deduct
from the final paynlent to Seller an al'llount equal to the cost of any
tax stam.ps which may be required by law to be affixed to the deed
and other costs associated with reconveyance of the Deed of Trust.

c.
If Seller declares a defaultr Seller ~hall deliver
written notice of such default to E::icrow in duplicate, and as many
ad~itional copies as Escrow may deem nedess~ry, with instructions
to Escrow to mail the original of such notice to Buyer by
:ceqiste:r;'ed or certified maiL
The dupJ.icate notice of default
shalt be retained by Escrow.
If a default is declared, Seller
agrees to pay in advance Escrow'S\ cha:t:ges f9t" handling and mailing
the noti.ces of default.
d.
The parties acknowledge and agree that, pursuant to
the terlltS of the Note and Deed of Trust, Buyer is authorized to set
off against any payment due ~nder the Note an amount equal to any
unpaid Rent Obligations_ (as define.d in the Note) due and payable
unde:!? the Leaser'and any am.ount so set off shall be considered a
credit against the'payment amoUnt due from Buyer under the Note,
and Buyer shall not be considered in default for fail~e to pay any
amount so set off.
4.
Lease. commencing July ~, 1994, the parties agree that
Te.nant shall pay to Escrow all rents due and payable by Tefiant
under the Lease_ Escrow shall coll,ect all rent payments on behalf
of Buyer and credit the same to Buyer's account, pr~mptly
disbu~sing to Buyer any net cash balance in Buyerls account.
5..
counterparts,
T.his Agreement may be executed in any
number of dounterparts t each of whi.ch will be dee:m.ed an original,
but all of whi,ch together will. cansti tute one and the same
instrument.
.
6.

Misoellaneous

a.
Notices or other Wl:'itten co:mmunioations pl.aced in
the Uni ted States mail r postage prepaid and addressed to the
undersigned, or any of them, at their post office address, shall be
deeme.d to have been given all the date. of the mailing.
b.
Any payment made by Buyer or Tenant hereunder other
than in cash shall be credited condj.tionally, pending Escrowfs
receipt of avai lable funds', Escrow has no obligation to disb1f.rse
payments until it has good fu~ds in its bank account.
c.
It shall be the duty of the parties hereto to keep
Escrow advised of any change of address.
such advice shal.l
sufficiently identify the e.scrowcancerned and the parties inVOlved
- 2-
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and shall be mailed by certified or registered mail with :eet:urn
receipt requested to Escrow and to all parties concerned.
All
notices given pursuant to the terms of any docu.:ment placed in this
escrow must be given through Escrow Cl,s he~'einahove provided at the
expense of the party giving notice, and Escrow shall not be.
required to recognize service of notice given in any other manner.
Escrow shall not be responsible for any damages arising out of or
relating to tqe failure of any party to comply with such notice and
maili.ng r'equ:i,re.:ments.
d.
In the evant that this escrow is canCelled or
for'fei ted in accordance 'Hi th applicable state law I it is agreed
that EscroW shall return the documents to the appropriate parties
upon demand.
e.
Escrow assumes no responsibility for determining
tl;l.at the. parties to the escrow have com.plied with the requirements
of the Truth In Lending, Consumer (Credit) Protection Act, or
similar laws.
f.
Escrow's fees and charges for ~dJUini.stering this
escrow shall be paid equally by Buyel; and Seller according to the
schedule of fees attached hareto as Exhibit D.

g.
In the event of any disagreement 'between the parties
hereto oJ;: any, parties herein, r!p.sultjng in adverse claims and
del!lands being made by' them or any of them, in connecti.on herewith,
upon Escrow, Escro'H shall be entitled at i.ts option to refuse to
CO'Ll1.p~y with said demands so long as such disagreement shall
continue, and in so refusing, Escrow may refuse to deliver any
monies, papers or property involved in or affected by this escrow;
and in so refusing, Esc);'oW' shall not be or become liable to the
parties to, this escrow for its failure and/or refusal to comply
with the conflicting or adverse demands of the parties hereto;
provided Escrow shall be entitled to continue to so refrain to act
until, the earlier of!
.

. (1.) the parties hereto have reached a,n agreel'!1ent in
their differ~nces and shal.l have notified Escrow in writing' of such
agreement or
f

(.2)
the rights 01; the parties have
adjudicated by a Court of competent jurisdiction.

h.

It i.s

expressly understood between

been

the

duly

parties

hereto that Escrow is considered and held to be a depository only,
and shall not be. responsible or liable in any manner whatsoever for,
the sufficiency or correctness as to form~ manner or' execution, or
validi.ty of any instrument deposited in this escrow, nor as to the
identity, authority or rights 01; any person executing the same; and
that Escrow assume.s no responsibility 1 nor is it to be held liable
a~ to the conditions of the title to any of the property involved
herein, nor as to any assignments, liens or encumbrances against
said p:c'o;pertYi and that its du.ties hereunder shall be limited to
-

3 -
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th~ safekeeping of such. money r instru.lUents or otner documents
l;'"eceived by it as Escrow, ana for the deli very 0:1; the same. in
accordance with thi.s. Agreem.ent; and Escrow shall in no case' or
event pe liable for the failure of any of the conditions of this
escrow or damage or loss caused by the exet'cise ot: Escrow's
reasonable discretion r exce.pt in the event of Escrow's gross
negligence or willful m.isconduct.

,
i+
Escrow rese:t'Ves the right upon prior wri.tten notice.
to transfer, set over and assign its rights l obl~gations and duties
as Escrow to a dul.y qualified successor escro'Vlholder I and the term
II Escrow"
as used he:t'ein shall mean such successor escrowholder.
Escrow further reserves the right at any tim.e to resign as Escrow,
in which case. the undersigned parties or their successors in
interest at their e~ense shall promptly select a successor
escrowholder to which Escrow shall deliver the escrowed documents.
In the e'ITent the undersigned pal:ties have l10t selected a successor
escr'owholder within 30 days' of the resignation of Escrow, a duly
qualified Succe~sor escrowholder may be selected by Escrow f and any
cost associated therewith shall be shared equally by Buyer and
seller.
j +
Any instrument or document placed in escrow is
accepted upon the condition that Escrow may at its option for any
reasonable reason, within 15 days from the deposit of such
instrument, refUse to accept the same, in which event Escrow shall
notify all parties her~to in writing of such r:efusal and shall
return s~ch instruments, together with the fee paid in connection
therewith to the party or p~ties depositing the same.

k.
Escrow shall have no responsibility or liability for
procuring or maintaining insurance coverage or for payment of taxes
and assessments on any property associated with this escrow.
1..
Tn the event any specif ie~ portion of Buyer IS
payment to Seller herein is to be reruitted by Escrow to any third
pa.:rty on account of H.ens or prior escrows affeoting the property
associated herewith, Escrow assumes no responsibility for the
manner in which such remittances are applied to the underlying debt
or obligations,' and EscroW assumes no responsibility for the
fa.ilure of any such remittances to fully discharge said underlying
debt or obligation.

m.
In case any party shall assign its rights under any
docum.ents deposi,ted hereunder, or should any party create in a
third party any right, interest I lien or enoum.brance und.er any
document deposited hereund~r or in the property covered by this
Ag::t'eement, Escrow, as a matter: of accommodation to the parties will
make a reasonable e.f;[ort to comply 'With suoh assignment or creation
of rights upon satisfactory notification given to it and delivery
of writt~n notice to any party hereto affected by such ~ction.
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n.
In the event of a conflict o;r ambiguity between the
escrowed documents and the provisions of this Agreement I this
Agreement shall control.
owledges receipt of $ iftJatJ{J._ as set-up
as disbursement fee.

~~__~__~__~_

p.
'X'he Note, Deed of Trust and Lease are i.ncorporated
herein by this reference.

q.

This Agreement shall be

gov~ned

by Idaho law.

The undersigned have read the foregoing instructions,
understand the contants thereof F and agree that Escrow, in the
administration of the escrow, is bound only and solely by the
foregoing written instructions, and such furtber written and signed
instru.ctions as we may hereafter deliver to Esc):'ow and the same be
accepte(f. by it in m'iting-.
.
IN WITNESS WHEREOF r the undersigned have si.gned as of the date
first set forth above.

UNIVERSE LIFE

INS~CE

CO.

Byj!:-:'.=~.J
Its

&~ . ~l

Federal Tax ID No.
Address:

1~1 Main street
Lewiston, 10 83$01
Attn: Robert Petersen

AIA IlifJURANCE, INC.

Federal Tax ID No.
Address:

111

Main street

Lewiston, ID

83501
Attn: Robert Peterson

- 5 J:\COSB1'\Ki>6Ti\OOQ16057,gcm

AFFIDVIT OF RODERICK C. BOND .
IN SUPPORT OF DISQUALIFICATION

3lft
AIA0027168

WASHINGTON BANi PROPERTIES

By~--E:-oo<2 -)

Dane. Arm.st:tong-;-°P1.fanaginq -Partner

Federai Tax
Address:

In

No.

P.o. BoX 2233

Friday Harbor, WA

98450

LAND TITLE OF NEZ PERCE COUNTY

By

--------_._.Its

Address:

1430 Idaho street
P.O. Box 1536
Le.wiston, ID 83501

- 6 J:\C05a11\M1J671\Oa01605r.9~
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\\'hell Recorded, Mail to:

Patrick V, CollLlls
HAWI.EY TROXET t. ENN"IS & HAWIEY II P
877 West Ma.in StreeT, Suite 1000
Boise, Idaho 83702
Telephone: (208) 344-6000
SPACE ABOVE THIS LJNERESERVBD FORRECORDmG :?URPOSES

NOTICE OF ASSIGNMENT OF PR.OMISSORY NOTE, DEED OF TRUST
AND ESCROW AGR.EEMENT
PLEASE TAKE NOTICE that effective !l.1 Of th~_~ day o~ 2007, William W.
Dealt Director of ~e Idaho Department of Insuran.ce, in his capa.city as Liquidator of The
Universe Life Insurance Company, in Liquidation, the holder of the Promissory Note
(,'Note") seoured by the deed of trust OIl the teal property more pru:ticulady described in the
Deed. of TI'Ust dated December 30, 1993, and recorded in the real properly records of Nez Perce
County, Idaho on lJecembo130. 1993, as Instrument No 580883. and attached hereto as Exhibit
"A" ("Deed of Trust"). has as.<~igned all right, title and interest ot The Universe Life Insurance
Company in the Note. as the Sellert and the beed of I rust. as its Beneficiary, to AlA Services
COIporation, au IdahQ corporation; pursuant to ihat certain Order f'Jt<ID.ling Petition for Approval
of Settlement Agt'eCtnent and to Dismis..~ Claims 1'6: AIA Services, I:nc. md AlA Insmance, Inc )
executed by Ada County District Court Judge TholIDl.S F, Neville, and entered into the Court
Records qf Consolidated Case Nos. CV OC 9601126D and CV OC 0201884D The complete
mailing address of AlA Services Corporation is 111 Main Street, P. 0 Box 538, Lewiston, Idaho
8~501
.
TBlS NOTICE SHALL ALSO C'ONSTIIUTE A SuMMARy OF AN INSTRUMENT
FOR RECORDATION PURSUAN'I TO IDAHo' CODE § 55-811i. A desoription. ofllie interest
01 interests in rca[ prnpmty created by the instrument is an Assignment of Promissory Note,
Deed of Trust and Escrow Agreement, dated as of the date hereof

Vv-t...

DATED this£':L day of~, 2007

w.

WiIliam
Dc.a~ Director of.the ldaho
Depoutment oiIusurance, .in his capa.city as
Liquidator' at The Univ~~"Se ife fusimmce.
Company n Liqnidation

NOTICE OF ASSIGNMENI

Page; I
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STAlE OF IDAHO

)

County of Ada

)

) liS_

.2J1"·~aYOfJ~B~2007,

1h;I' fl·

lJmd~"aNotaryPubliC

JtIIJ
On this
beforem6,
in and fOf said State, pexsonallyappeared WILLLlu\1 W. DEAIJ, known ot identified to me to be
the Director of the Idaho Department ofJnsunmce, in his c&,ffiityas LiquidatocofThe Universe
Life Insutance Olmpany, in Liquidatio~ the Agea~".cJ'tae StateeH&ab~ that executed the:
._
witlrin instmm~tJ or the perso:u who executed the instrument on behalf of smd-Biteeeor of the t.D("f~i';;h'"","
-Mtilie B~artmertt -6f n'SUI'atlee,· and acknowledged. to me that such ,Btl ector of 6;rc :etmo
J;lepat~ gfI:HsQiaAea- executed the same.
U;.(' C f;:;. t-, ......

f

IN WIINBSS WHEREOF. I have hereunto set myhmd and affixed my official seal the
.my ",d yo", m !hi, c.rtifioat. fin' ,,},o,," written~

/~f;zb~---

Notary ubIic for m~ _) .
Residing at:
~1 y:My commission expires:_

)

.2f tp'4 cJ13

NoTICE OF ASStGNMSNT
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Exm:BITA
(See the attached Deed 01 Tr.us t)

r

1

f,

NOTICE OF ASSIGNMENT
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f~II"tI1Ul"'fLM

NO.

580883

1IIDE££O
FHllED:
OillVrnEO
{t1!'JtED

()
()
().
( )

DEW OF TRUST

l'his Deed of 'l'ru$t, made on December 30, 1993 between
washington sank 1?rqperties located at P.O. Box 2233 I Friday na:t:bor!
Washington, 93250, heJ::'ein called Grantor', and Land Title of Nez
Perce County, Tnc., with its principal place of busi.ness at 1230
Idaho St.reet, city of Lewistou, county of Ne:z; Perce, state of
IdahO, herein called T:t:usb;lei and The Universe Llfe I.nsu:!:'ance
Company 111 Main Street, City qf Lewiston! Count.y of Nez Per'ce,
State of Idaho 1 her'einait.er' called :Beneficiary,
I

wi tnesseth;

that. Gl;'antor does her'eby irrevocably 9':!:-ant r bax'gain,
sell and convey to Trustee in trust, with power over sale, that
property in the County of Nez Perce, State ot Idaho, described as'
fol.lows~

See attached Bxhibit A,
,

together wit.h all and singula::r:"' the tenem!,=nts, hereditaments, and
appuxtenances thereunto belonging or jn any manner appertaining
that shall be deemed to include but not be limited to (1) all
rents, issues, profits, damages, royalties, x'evenues, andbenefita
therefrom, subject, however, to any right, power', and authority
hereinaft.er given to and confer:t'ed on benefici.ary to collect the
sa~e; {2} all water and dit.cp. rights r however evidenced, used in
'and on or a.ppux'tenant thereto; a.nd (3) all fixtuJ;'es now or
hereafter' attached to or used in cci~ection with the premises.
This Deed of Txust is ~ecuted for the purpose of securing
payment of that certain Promissoxy Note ("Note") dated Oecember 30,
1993, executed and delivered by Grantor, as mab:!l:' I to B~nefi.c-?-a:ry,
as payee, in the prinCipal sum of One MiD ion Nine HU1'l.dred Eighty·
Seven 'J11otisand Five HUhcb:ed Dollars ($1,987,5,00. 00) and secures
payment p:r:ior to Janua:r:y 1 r '491~, the maturity date o£tha Note and
this Deed of Trust, of such other pri,ncipal sums Beneficia:J::""J may
additionally loan to and tor the account of Grantor, together 19ith
interest, and the costs and charges in case of default. The terms
and :representations contained in said P:r:'omissary Note are
i~C!orpo:r:ated herein by this reference.
The making of any fu.::r:ther
loans,
advances!
or expenditures
shal.l be optional with
Beneficia:r:y. It is the express intention of the parties that this
Deed of Tr,-:-st shall stand as continuing securi ty unti 1 all, such
advances together with inter'est ther'eon have been paid.
With the prior writ,ten consent of Beneficiary (which consent
shall not unreasonably be wi.thheld), Gl;'antor may substitute other
property as secm::'i ty for payment of the Note, provided that such
subst.itute 'collater'al has a value. equal to, ,OJ:;' greater than ... the
value of the real propex'ty described in, and encunIDered by... this
Deed of Trust, and provided such substitute collateral is
replacement. property xesulting from a casualty loss under the Lease
- 1 -,
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defined in the ~ot€?
Upon such substitution of collateral, this
Deed of Trust shall he deemed satisfied and xeleased and
Beneficiary shall promptly execute whatever documents ar'e necessary
to evi.dence such J;elease on the public J;ecOl:d.
In the event
Grantor receives insurance p:r;Qceeds for the ma:z:ket value of the
real property deser'ibed in, and encumbered by, this Deed of Trust
due to a casualty loss where the damaged property is not ::rebuilt}
such insurance proceeds shall fizst be applied to any accrued.
ihter'est a.T1d outstanding principal balance under' the Note.
By acceptance of; this Deed of Trust r Grantor acknowledges and
appJ:Dves the terms as set for; th hex'ein.

In witness whereof, Grantor has set Grantor's harl,d and seal on
the date first WI;'itten above.

WASHINGTON

B~~

PROPERTIES

Partner

STATE OF WASHINGTON }

COWITY OF SAN ..::ru..IrN

) es

)

On this ,g;t!day of December, 1993 1 before me, a Nota:r:y J?ublic
for the State of Washington, pe:r:'sonally appeared DANE
ARMSTRONG, known or identified to me to be the Managing Partner of
Washi.ngton Bank P:r:'operties and the person Whose name is subscribed
to the within instrument, and acknowledged to me that he executed
in

and

the same.

..,

'

.

IN WITNES9 WHEREOF I have hereunto set my hand and affixed my
official seal the day and year fi:r:s above w.:r::ltten.

, (Signature)

.

f2a.rcl ec BrQ/2 fs

- 2 iT, \COSBl.l\}UJGn\I)OOlS5U ,2
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SI~~AT£ :N ~EZ PERCE COUNTY, STAT~

?A..RCEL NO.

or

IDAHO TO WIT:

1~

Lots 1. 2 and 3, 4 and 5, Block 24 t CITY OF LZWISTON , according
to the. racqrd'ld plat theraof, records ot N0.z perce county, :Idaho.

PARCEL NO.2:

Lots Q t '7 and. a t Block 24, of the plat of E. a. TRUE I S survey t.o
the City.of Lawiaton, accordin~ to the reco~~d plat theraof,

records of Nez P'lrce county, Idaho.

ALSO the south. 4 feet approximately, mora OJ:: lese;! of fOna, st~eat
shown on said plat adjacant to said Lot 7 and adjacent to said
:Sot 6, such. SO'lth por-eion cf said IIDtf S"b;eat being the portion
th~reof that was occupiad by occupants of said Lot 7 and 6, and
not open or in ~se a~ a streee when said E. 3. Trua mada the
su:rv~y frolll wh.i.ch said plat ·was mad.e, as found in thEJ findings c;rf
the co~rt on Na~~er 20, 1905 in Scul~y aqainst Squi~, et al,
No ~ 990 i.n the jbtrict court at said Nez PUca CQunty, af:f1rm.oo
13 Id.!thQ 41.7; aI.fil¢ a££i:t:1ned 215 O.S, 144; ;C S.ct. 51.; 54 L .. Ed.

131· in. whieh finding the court saic1:

1Jsaid $Ul:Vey and plat - cut

4 fe_t from the north end of b~lding then
standing and actual use. and: occupancy - in BlOcks 23 and 24.. of
the City of Le.~i.ston - - - that tile South line of flD" Street as

otf

approximata~y

thenc,a establisbed by u.s.e:r was apl?J;o~dma.taly

4

fe.et. North of the

line ori~inally shovn on tha B.B. True map - as the South lina of
"U" stre....t.

ALSO the East 2 teet ot Second stra~t as sho~ on said plac
adj acent to said tots 7 and S, conVQyed t.!) Robert G:rostein and
Abraham B1nnard t January· 12, laSl, Book 27 ot needs paqa 173, by
.
T. s. ~111ings, Mayor of said city.
EXCEi?TING HOWEVm trom land ha;,dnabove described, t..~a fQll.owing:

TRACTS, viz: Th~t portion from south aide c£ said Lot J,
described in Dead from Rober~ ~~ostain and A. B1ttnard to T. S.
9i~lingsf Mayor of ehs city of Lawigton~ dataa January 11, ~a61,
BooK 27 of naed~, page ~75f as fOllows.
inter:$ectiot'l ot thQ. Uorthflrly line o£ WE·'
th$ Easterly line at Second street; thence NorthQrly

cOlllmencinq at thCt

Street

wi~n

along said Easterly line of Second Street a dis~ancQ of ~O fee~;
th~nce E~~tarly at right apgle. to said ~aatQrly lina of Second
5traat a distanca o~ 40 !aat to its int~r~ection ~ith th~
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SITUATE rN

NEZ

i:lE:RCE COUNTY r STA.'}:E of TOAIiO TO 'tilT:

Nor't:hel:1.y line of ItE" street; a."ld thencQ WQsterly along said
Northerly line of ItEft street a distance of 43 feet 'to the POtNT
OF SEGINNING.

?ARCEL NO.3:

All thai:: block"· of land. bQundad en tha Wast by First straet, on
t~Q South by Main Streett on the Saat by Second St~eet, and ~n
the Ho:rt:;h by "D'! straet, saie{ ?ropa:r1;:.Y bein<;t sometlJlla~ d,ulC%'l.bed
~s Blocks 25, 26 and courthoU$e Block, and that certa1n alley
lying a_tween said Block 25 ~nd the courthous. Block and Block
25, all sho~n by th. plat Of thQ City of ta~i~ton, N~2 POl:ca
county, IClaho.
TOGETaRR W!TH all that portion of Second. street situ~te between
the Sou-eh line of "0" Sb:'eet and the North line of Main stre(lt in.
the City of Lewiston, Idaho f according to the. original plat
thereof, the same ~eing the 1874 aurvay of E. B. ~ru$, EXC~ tha
East 2 feet of Second street a~ s~~wnon said plat adjacent tQ
Lob;; 7 and a ,convayed to Robert i~l:'oatQin and Abraham: Binnard t
January l.2, lSSl, goo~ 27 .of Deeds, paga 1.7'3, bv 1'. S. Bill!nl1s,
Mayor of said City.
-

.,
<

1~{S1 ~;5n tf3
fft.t::J-.F.f)R:rtff1nmi

EEld. OQ kEG. BY_ . LANb TJrLE

11!l1 OEC 30 .P
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AGREE.t"fl£NT lL~ CONNECTION WITH INDEMNITY AGREEMENT
REGARDING HAZARDOUS SUBSTANCES

THTS AGREEMENT IN CONNECTION WIm .INDEMNITY AGREEMENT
REGARDING HAZARDOUS SUBSTANCES is l.!lide as of the ~ day of September, 2007
pursuant to the requirements of Paragraph 9, Merger. Consolidation or Sale of Assets

("Agreement").
WlTNESSETH:
WREREAS, that oertain Indemnity Agreement Regarding Hazardous Substances by and
between The Univctse Life Insurance Company, AIA InsUiance, Inc.• and Washington Bank
properties is currently held in Escrow No. 298 at Land Title of Nez Perce County; Inc,
Lewiston, Idaho;

,

WHEREAS, The Universe Life Insurance Company has been liquidated by the Idaho
Departmen,t of Insurance, and aU its assets have been lli;sigrted and transferred to AIA Services
Corporation, an Idaho corporation ("AIA Services") by Wtlliam W. Deal, Directot of the Idaho
Depattment of Insurance, in his capacity as Liquidator of Ihe Universe Life Insurance Company;
THEREFO~, pursuant to Paragraph 9, Merger, Consolidation OT Sale of Assets, AIA
Services hen;:by acknowledges that: (1) it is an Idapo corporation, in good standing; and, (2) it
accepts an responsibilities, duties and obligations fonnerly held by The Universe Life Insurance
Company, as an Indemnitor.,

INDEMNITOR:

AlA SEllVICES CORPORATION
an Idaho corporation

'!:~/.'

By:--~~~~~--~------------

Name=-r~DL~~~~~~_________

Title: ......1..1~~1..I2LIU!-~----------

AGREF.JvffiNT . INDEMNITY AGREEMENr

Page I
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STATE OF IDAHO
County of ..

Ne.z.

)
) ss.

Puce.

)

On this c2~~ day of September, 2007, befoIe me, .. ..::(t-L'X'''a/\ K Au~ a Notary
Public in and for said State, personally appeared fl.. ToAI\ . TayA£
' known or identified
to me to be the r{'<Z.s:Jdeai: of AIA SeIYices Corporation, an Idaho corporation, the
corporation that executed the within lnstrument, or the person who executed the instrument Oil
behalf of said corporation, and acknowledged to me that said corporation executed the same.
ill WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal the
day and year in this certificate fIrst above Written.

bJ/-JOvn_t Q

W4r0QA-

~-

Notruy Public for Idaho
Residing at \ Q L0\ ~TC\
My commission expires: \O~D3:£)Ct

AGREEMENr .. INDEMNITY AGREEMENr
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PROMISSORY NOTE
September J1., 2007

$500,000.00

FOR VALOE RECEIVED, the undersigned., AIA SERVICES CORPORATION, an
Idaho. corporation (''Borro~er''), hereby promises to pay to the order of CROP USA
INSURANCE AGENCY, lNC., an Idaho corporation ("Lender"). at its office at One Lewis
Clark Pla?..a, P. 0 . Box 538, Lewiston, Idaho 83501 (or such other place as Lender may direct
fr'om time to time), in lawful money ofllie United States, and in immediately available funds, the
principal amount of Five Hundred Thousand and No/IOO Dollars ($500,000.00) or such lesser
amOlmt as Lender may, in its sole discretion, advance to Borrower hereunder from time to time
("Not~ Amount"), as of and after the date Wlltten above. and to pay interest on said Note
Amount from the date of each such advance until the maturity date of the Assigned Promissory
Note (defined below) ("Maturity Date"), computed at the pel' annum rate of fifteen percent
(15%) ("Interest Rate").
The Interest Rate payable her'eunder shall be computed on the basis of actual days

elapsed and a year of365 days.
This Promissory Note ("Note") may be pre-paid in whole or in part at any time. The

No

pliocipaJ of this Note may be advanced in multiple advances as requested by Borrower,
more than one (1) advance may be requested per calendar- month" The minimum advance shaH

be $1,000, and each advance shall bc in an amount which is a multiple of $1;000. This Note
represents a revolving line of credit; principal amounts repaid may be rebo!rowed.
This Note is secured by the following, pUl'suant to the Collateral Assignment of
ProrniSSOlY Note Secured by Deed ofTmst, Deed ofTrust~ and Escrow Agreement of even date
herewith (the "ColhderaI Assignment"):
(1)
Borrower's interest in a Promissory Note dated December 30, 1993 in the original
principal amount of $1,987,500.00 between The Universe Life Insurance Company, as SeIler
(subsequently assigned to ALA Services Coworation by WilIiartl W. Deal, Director of the Iaaho
Department ofInsurance, in his capacity as Liquidator of The Universe Life Insurance Company,
in Liqu~dation) (,1,iquidator"), and Washington Bank Properties. as Maker (the "Assigned
Promissory Note");

.

(2)
Borrower's interest in a Deed of Tlust dated December 30, 1993 and recorded in
the real estate records of Nez Perce County, Idaho on December 30, 1993 as Instrument No.
580883, to secure the obligations of the Assigned Promissory Note from Washington Bank
Properties, as Grantor; Land Title of Nez Perce 'county, Inc., as Trustee; and The Universe Life
Insurance Company, as Beneficiary (subsequently assigned to AIA Services Corporation by
Liquidator (the ".Assigned Deed of Trust>'); and

(3)
Borrower's II:1terest in an Escrow Agreement dated December 30, 1993 between
The Universe Life Insurance Company, as Seller (subsequently assigned to AIA Services
Corporation by Liquidator); Wasrungton Bank Properties, as Buyer; AlA Insurance, Inc., as
PROl\.1ISSORY NOTE
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~enant; and Land Title of Nez Perce County, Inc,
(the "Escrow Agreement"), '

as Escrow Agent 'for Escrow Account No. 2~8

The Assigned Pwmissory Note, the Assigned Deed of Trust, and the Escrow Agreement
are referenced hereinaftet as (the "Collateral Documents"), and jncorporate~ herein by
reference.
Shoul~ Borrower receive any prepayment of principal on the Assigned Promissory Note
dUring the term of this Note, such prepayment shall be paid by Borrower to Lender as a
prepayment on tills Note, to the extent of any outstanding balance on this Note at the time such
prepayment is received,

Upon the occurrence of any of the following events (each an "Event ofDefaulfl ):
1.

Borrower shall faU to pay any of its obligations under this Note on the date when

d~e, or shall fail to obselve or perform any of the terms or conditions of the Col1ater~1

Documents;
2"
(a) Borrower shan (i) commence any case. proceedingt or other action under any
existing or futme law of any jutisdiction; domestic or foreign, relating to bankruptcy, msolvency,
reorganization, Or rellef of debtors, seeking to have an order fOI relief entered with respect tq it,
or seeking to adjudicate it a bankrupt or insolvent, Or seeking reorganization, arrangeroen~
adjustment, winding-up, liquidation, dissolution, composition, or othex relief with respect to it or
its debts; (ii) cOl1lffience any case, proceeding Qr other action seeking appointment of a receiver,
trustee, custodian, or other similar official for it or fOI all or any substantial part of its assets; ot"
(iii) make a general assignment for the benefit of its creditors; (b) there shall be commenced
against Borrower any case, proceeding or other action ofa nature referred to in clause (a) above
which (i) results in the entry of an orde!' for relief or any such adjudication or appointment, or (ii)
remains undismissed, undischarged. or unbo~ded for a period of sixty (60) days; (cJ there shall
be commenced against Borrower any case, proceeding, or other action seeking issuance of a
wanant of attachment, execution, distraintt or similar process against all or any substantial part
of its assets that results in the entry of an order f01 any such relief that shall not have been
vacated, discharged, Or stayed or bonded pending appeal within sixty (60) days ITom the entry
thereof, (d) Borrower shaH take any action in furtherance of, or indicating its consent to,
approval of, or acquiescence in, any of the acts set forth in clause (a), (b). or (0) above; or (e)
Borrower shall generally not, or shatl be unable to, or shall admit in writing its inability to, pay
its debts as they become due;
.
J.
Any event of default shall occur under i,my of the Collateral Documents and such
event of default shaJt not be cured within thirty (30) days of such occurrence, plus any grace
period allowed undel' such Collateral Documents;
.

THEN, Lender may declare the outstanding principal balance he:reof immediately due
and payable and BOrlower shall immediately pay to Lender all such amounts. with interest
accrued but unpaid thereon to the date of payment in fun at the a'p'plicable mte provided herein,
Bon'ower, for itself, its S)lccessors and assigns. hereby waives diligence, presentment,
protest and demand and notice of protest, demand, dhhouor and nonpayment of this Note.
PROMlSSORYNOTH

Page 2

4{)005,0006 931334.4

AFFIDVIT OF RODERICK C. BOND
IN SUPPORT OF DISQUALIFICATION

322-3

AIA0027180

Borrower agrees to pay all collection expenses, court costs and reasonable attorney fees
and disbursements (whether or not litiga,tiou is commenced) that may be iricurred in connection
with the collection or enforcement ofthis Note..
.
Notwithstanding anything in this Note or the Collateral Asignment to the conti:ary, the
Collateral Documents shall be the sole recourse of Lender upon an Event of Default by
BO'(fower, and the liability of Borrower shall be limited to its interest in the Collateral

Documents.
This Note shaH be governed by and construed:in accordance with the laws of the State of
Idaho.

BORROWER:
AIA SERVICES CORPORATION,
an Idaho co
.'

,.--

PROMISSORY NOTE
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COLLATERAL ASSIGNMENT

OF
PROWSSORY NOTE SECUR.EJl BY))EED OF TRUST. DEED OF TRUST AND
ESCROW AGREEMENT
THIS COLLATERAL ASSIGNMENT OF PROMISSORY NOTE SECURED BY
DEED OF TRUST, DEED OF I'R.U~T AND ESCROW AGREEMENT ("Assignment~) is
day of September, 2007, by AlA SERVICES CORPORATION, an
made as of the
Idaho cOrp<lmtion ("Borrower"), whose addtess is One Lewis Cl~k Pl~ P .. O. Box 538,
Lewiston, Idaho 83501, for the benefit of CROP USA INSURANCE AGENCY, INC., an
Idaho cOTporatioIi ("lJender") whose address is 111 Main street, Lewiston, Idaho 83501.

.d.i!!

WITNESSETH:
~<:r

A.
That ceItain Promissory Note between Borrower and Lender dated as of J1:fly
JL., 2007 (<<Not~") contemplates that Bon'ower will grant a collateral ~ssignment oHts interest
in that certain Promissory Note dated December 30,2003, between Borrower and Washington
Bank Properties ("Assigned Promissory Note"); a Deed of Trust dated December 3'0, 2003
between Bon'ower as Beneficiary, Washington Bank Properties as Grantor, arid Land Title of
Nez Perce COtuIty. inc . , as Trustee ("Assigned Deed of Trust"); and Escrow Agreement No.
298 with Land Title of Ne'L: Perce CountY. Inc. ("Escrow Agreement"). Pursuant to the
Assigned ProrniSSOTY Note, as of the date of this Agreement BOIIDwel' owes Lender
$1,463,420. 87, plus interest thereon. payable in full on January 1,2011, secured by the real
property more particularly described on Exhibit A hereto (the "Property"). The Assigned
Pt'omissory Note, the Assigned Deed of Trust and the Escrow Agreement are collectively
referenced herein as the "Collateral Documents" .

.
B.
All capitalized terms not defmed in this Assignment shall bave the meanings as
set forth in the Collateral Documents .
NOW, THEREFORE, in consideration and as security for the ,Lender's agreement to loan
money to Borrower pursuant to the Note, the Borrower hereby transfers and assigns to Lender all
of Borrower's tight, title and interest iIi and to the Collateral Documents; and Borrower and
L~nder agree as follows:
Assignment of Collateral Documents as SecUlity for Loan. This Assignlnent is
the pctformance and discharge of each and every
obligation and agreement ofB'o!l'ower under this Assignment.
1.

ma~e to secure payment of the Note and

2
Representations and Warranties of Borrower.. Borrower tepresents and warrants
to Lender that: (a) there has been no prior assignment of any ofBolrower's :tight. title or interest
in the Collateral Documents; (b) Borrower has fun powcr and authority t.? aSsign its right. titIe
COLLATERAL ASSlGNMENT OF l'ROl'0ISSORY NOTE
Page 1
40005.0006.9295882

AFFIDVIT OF RODERICK C. BOND
IN SUPPORT OF DISQUALIFICATION

3225

AIA0027182

and iuterest in the Collateral Documents to Borrower and no consents or approvals of any other
persons or entities are necessary in order for Borrower to validly ex.ecute, deliver and pe.tfonn
this Assignment; and (c) to th~ best ofBorrower'g knowledge. as ofthe date hC1eof, the maker of
the Assigned Promissory Note. Washington Bank Properties, is not in default under the terms of
the Collateral Documents.
3"
Further Assurances. Borrower shall. at BOIrower's cost and expense, take aU
actions and ex.ecute and file all documents reasonably necessary or reasonably requested by
Lender to catty out the intent and purposes of this Assignment. Without limiting the foregoing,
Borrower authorizes Lender to
such financing statements, and Borrower agree..,,> to execute
any agreements or other documents that Lender may reasonably deem necessary or approp~ate,
to perfect and preserve Lender's security interest in the Collateral Documents.

file

Borrower shaH be in default under' this A'>signment upon
4.
Event') of Default.
the occum~nce of any of the following events (each an "Event of Default"):
The occurrence of an Event ofDefa'Ult

<\-.

as defined under the Note"

b..
The failure of Borrower to comply with Ot pe{form any term. obligation or
covenant unde~ this ASsignment.

c..
Any representation or warranty of Bonower contained in this Assignment
proves to have heen false or misleading in anymateria.l respect when made or furnished.
5..
Remedies on Default. Upon the qccurreilce of any Event of Default hereunder
and at any time thereafter, Lender may do any or all of the following: (a) declare immediately
due and payable all amounts secured hereby; andlo!' (b) exercise remedies of a secured party
under the Uniform. Commercial Code or other applicable law.
6.
Remedies are Cumulative; No Waiver. Lender shall have the right to enforce 011e
or more remedies hereunder Or' any other remedy it may have, successively or c011crurently; and
such action shaH not operate to estop or prevent Lender ftom pu~ing any futther remedy that it
may have hereunder" No waiver by Lender of any breach or default of or by BOlroweI shall be
deemed to alter or affect Lender's rights hereunder with respect to any plio! or subsequent
default.

7..
Indetnni!y. Borrower hereby agrees to indemnify and hold Lender harmless from
and against any and all clai.ms, demands, liabilities, losses, lawsuits, judgments, costs and
expenses (inCluding without limitation reasonable attorneys' fees) to which Lender may become
exposed, or which Lender may inC'llr. in exercising any of its rights under this Assignment,
except for claims, demands, liabilities, losses. lawsuits, judgments, costs and expenses arising
from ot out of the gross negfigenc;e or intentional misconduct of Lender or its employees or
~ts.
.

COLLATERAL ASSIGNMENT' OF I'RO:MISSORY NO'[ 1)
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8,
Severability" 11 any term or provision of this Assignment is adjudicated to be
illegal, invafid or unenforceable, in whole ,or in part, it will be deeIT'!ed deleted to that ex.tent, and
all other tennsand provisions oftrus Assignment wJI remain in full force and effect.
,,9,

Restriction on Further Assignment: SuccessorS and Assigns

Borrower shaH not further assign the CoUateml Documents as security to any third
party. Subject to such limitation on further assignment by Borrower, this Assignment shall be
binding upon and inure to the benefit of the heirs, legal represe,ntatives, assigns and successors in
interest of Bon'Ower and Lender,

'

IN' WITNESS WHEREOF, aon'Ower and Lender have executed this Assignment as of
the date first above written
LENDE:R

BORROWER

CROft USA lNSURANCE AGENCY, INC.,
an Idaho corporation

AlA SERVICES CORPORATION; an
Idaho corporation '
By: --fl-~..J.:.--'~->---7-:n---:..---'--
Name:
Its:

COLLATERAL ASSIGNMENT OF PROMTSS<;lRY NOTE
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September ~ 2007

CROP USA lnsurance Agency. Inc.

III Main Street
Lewistou, Idaho 83501
Rc:

Debtor;' A1A Services Corporation

Dear Sir or Madam:
We hereby acknowledge that the Debtor has entered into a Collateral Assignment of
Promissoty Note Secured by Deed ofTmst, Deed ofTl.1.ISt, and Escrow Agreement with you and
has granted to you .a fIrst ptiority security interest in that certain PrO:miSSOI)' Note' dated
December 30, 1993 made by Washington Bank Properties anq payable to the order of The
Universe Life Insurance Company in the original principal amount of One Million Nine Hundred
Eighty Seven Thousand Five Hundred and NollOO Dollars ($1,937.500.00) ("Note") and
proceeds thereof, and.the Deed of Trust securing the Note (collectively, the "Collateral"). We
further atknowledge that, pmsuailt to that ce{tain Escrow Agreem~t dated December 30. 1993
by and between The Universe Life Insutance Company, as Scller; AlA Insurance, Inc., as
Tenant; and Land 1:'itle of Nez Perce County, rnc.,· as Escrow, we maintain possession of the
Collateral, which is presently kept at OUf premises located at: 1230 Idaho Street. Lewiston, Idaho
83501. We fiuther acknowl~dge that we have received and hold possess\on of the Collateral fo['
your benefit and that we shall continue to hold possession of the Collateral for yout' benefit until
we receive notic.e (in an authenticated record) :fi:'om you that your security interest has beeJ;!.

terminated..
We hereby waive, surrender and relinquish any tights in or to the Collateral, including,
without limitation, any sec.urity interests or liens provided by applicable law to which we may
otherwise be entitled. We further acknowledge that we have' not acquired any rights in the
Collateral sufficient to transfer an interest or &rant a security interest in to the Collateral .

or

4000S..000s.93Hl:07.3
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Page 2
We agree to permit you to inspect the Collateral for these putposes at your request

without first receiving the consent or petmission ofthe Debtor.
Sincerely.
LAND TITLE OF 'N"'EZ PERCE COUNTY, INC.

By: ..
Its: _ __

cc: AlA Services COlporation
AlA Services Corporation confirms and agrees to the foregoing.

AIA SERVICES CORPORATION

40005.0006931807.3
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REQUEST FOR FULL RECONVEYANCE
TO:

LAND TIlLE OF NEZ PERCE COUNTY~ INC. Tlust¢C:

The undersigned hereby certifies that it is the owner and holder of the indebtedness,
evidenced by a pr01T!Issory note dated December 30, 1993 in the original principal amount of
$1,987,500.,QO (the "Note"), the repayment of which is secured by that certain Deed of Trust
dated .December 30, 1993, which was recorded on December 30, 1993 as instrument No.
580883, records of Nez Perce County, Idaho, and ex~cuted by Grantor ("Deed of Trust"). Said
Deed of Trust named Land Title of Nez Perce County; Inc" as the Trustee, and The Universe
Life Insurauce Company as the Bene:ficiary. which beneficiary interest was subsequently
assigned to ATA Services Corporation. an Idaho corporation. The real property desCIibed on said
Deed ofTrus! is described in fuU on Exhibit "An attached hereto ~nd incorpomted herein.
The Note; together with all other indebtedness secured by said Deed of Trust, has been
fully paid and satistied, and you are hereby authorized, -requested and directed to cancel said
Note, and all other evidences of indebtedness secured by said Deed of Trust, and to reconvey,
without warranty. the estate now held by you under the Deed ofTtUst and to deliver the same to
WASHINGTON BANK PROPERTIES, a Washington General Partnership (the "Grantor"), its
successors, or assigns or to whomever it directs .
BENEFICIARY

AlA SERVICES CORPORATION,
an Idaho COTP?1tion ,

By:

_---

1~§Il--

Name:
]l',~6 :J.{j,dfJ.C_. ____.
Title: ---LA..L!~~I-"'Jg~)lu_l_t.------

REQUBST FOR RECONVEYANCE
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STATE OF IDAHO
County of Nez /Juc.f!;:..,

)
) ss
)'

. On this dfli day of September, 2007, before me, _~;(a.tJ ,& flrd'iMA ,a Notary
Public in and for sai S~ate, personally appeared ,£ \.T"AI! /a.!:dttc
> known or identified
to me to be the ('
'. e.
of AlA Services Corporatihn; an Idaho corporation; the
corporation that executed the within instrument, or the person who executed the instrument on
behalf of said corporation, and acknowLedged to me that such corporation executed the same
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal the
day and year in this qertificate fIrst above written"

blf>(J.M

,L ~

Notary Public for Idaho
Residing at \() ~),) 1f-,--h}Y\
M:y commission expires:-.lQ.:..Q3, =-09

REQUEST FOR RECONVEYANCE
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LAW OFFICES OF

SMITH CANNON & BOND
I

JERRY V. SMITH t
NED A. CANNON
RODERICK C. BOND'

ATTORNEYS AT LAW
508 EIGHTH STREET
LEWISTON, IDAHO 83501

PLLC
Telephone
(208) 743-9428

Facsimile

t

Retired (72-31-05)

iii-

Admitted In Washington only

(208) 746-8421

December 18, 2007
VIA EMAIL

Gary D. Babbitt
Hawley Troxell Ennis & Hawley LLP
P.O. Box 1617
Boise,1D 83701-1617

Re:

Reed Taylor v. AlA Services Corporation, et al.
Case No. CV 07-00208
SC&B File No. 1048-004

Dear Gary:
As you know, one of Reed's claims pertains to ALA Insurance Inc.'s unauthorized and
inappropriate guarantee of the $15 Million line-of-credit between Crop USA Insurance Agency,
Inc. and Lancelot Investors Fund, L.P. ("Loan").
Reed has never been provided documentation to indicate whether or not ALA Insurance's
guarantee of the Loan has been terminated. Please provide the appropriate documentation by the
lenders indicating that ALA Insurance's guarantee of the Loan has been terminated.
If written documentation showing that ALA Insurance's guarantee of the Loan has been
terminated is not provided to this office by 5 p.m. on January 4, 2008, Reed will file suit against
all necessary parties (including Lancelot Investors Fund, L.P.) to rescind the guarantee.
Sincerely,

Sp~l&BONDPLLC
By: Roderico/C. Bond
RCB:ar
cc:

/

Reed Taylor via email
David A. Gittins via email
Jonathan D. Hally via email

Michael E. McNichols via email
John Ashby via email
James J. Gatziolis via email
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Roderick C. Bond
From:

Gary Babbitt [GOB@hteh.com]

Sent:

Tuesday, December 18, 20074:43 PM

To:

Roderick C. Bond; Gatziolis, James J.; John Ashby; Jack R. Little

Cc:

Michael McNichols; david@gittinslaw.com; Jon; rjt@lewistondsl.com; John Ashby

Subject: RE: Taylor v. AlA Services, et a/.
Rod, r have received the attached letter. The reason you do not have a document relating to the termination of
the guarantee is that there is no responsive document. If there is any interference with the lending relationship
with Lancelot (Surge), CropUSA and/or AlA Services will sue Mr. Reed Taylor for intentional interference of an
existing business relationship and intereference with a contractual relationship not to mention any other claims.
Your letter exhibits bad faith conduct of your client.
Gary;

From: Roderick C. Bond [mailto:rod@scblegal.com]

Sent: Tuesday, December 18, 2007 4:28 PM
To: Gatziolis, James J.; Gary Babbitt; John Ashby; Jack R. Little
Cc: Michael McNichols; david@gittinslaw.com; Jon; rjt@fewistondsl.com
Subject: Taylor v. AlA Services, et al.
Counsel:
Please see my attached letter to Gary Babitt. Please contact my office if you are unable to read or open the
attached letter.
Rod
By: Roderick C. Bond
Smith, Cannon & Bond PLLC
508 Eighth St.
Lewiston, 10 83501
Tel: (208) 743-9428
Fax: (208) 746-8421
rod@scblega/.com
This email and any attachments may contain confidential and/or legally privileged information, which only the
authorized recipient may receive and/or view. If you are not an intended recipient, please promptly delete this
message and contact the sender at the above address. Thank you.
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RECEiVED

JAMES D. LaRUE
East Front Street, Suite
Post Office Box 1539
Boise, Idaho 83701
Telephone 208 343-5454
251

300

ELAM&BURKE
ATTORNEYS AT LAW

AUG 04 2008
Campbell, Rissell & Kirhy

FaX:1;08 384-5B44

E-mail jdI@elamburke.com

July 31, 2008

Michael S. Bissell
CAlvIPBELL, BISSELL & KIRBY, PLLC
416 Symons Building
7 South Howard Street
SpoIcane, Washington 99201
Re: Demand of Donna Taylor and Reed Taylor Pursuant to Idaho Code § 30-1-742
Dear Mr. Bissell
I have been retained to represent the law firm of Hawley Troxell Ennis & Hawley LLP
and its individual attorneys involved in the representation of AIA Services Corporation and AIA
Insurance Inc. in the lawsuit styled Reed J. Taylor 1'. AlA Sel1 l ices Corporation, et at., Nez Perce
County Case No. CV-07-00208. I have been provided a copy of your letter of July 21,2008,
addressed to the Board of Directors of the two above entities, copied to Gary Babbitt and D. John
Ashby.
Kindly send all future communications intended for Hawley Troxell Ennis & Hawley
LLP or its individual members regarding the subject of your July 21,2008, letter directly to me.
Given the serious nature and number of claims stated in your letter, I request that you
immediately provide, for each of the 27 claims andlor causes of action that you contend are
applicable to Hawley Troxell Ennis & Hawley LLP and/or its individual members, the following
infonnation to allow a proper evaluation of your charges:
-

a complete factual basis for each claim. including dates and individuals involved;
the legal basis and grounds for each claim;
the identity of each witness you believe supports each claim; and
a description andlor copy of all documents you believe supports each claim.
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I appreciate your anticipated cooperation in providing this infonnation at the earliest
possible date.

Very truly yours,
ELAM & BURKE
A Profess;oJta! Association

gJ~~
James D. LaRue
JDL:sd
cc:
Hawley Troxell Ennis & Hawley LLP
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HAWlEY TRoXELL

. 877 Main Street, Suite 1000
P.O. Box 1617
Boise, Idaho 83701-1617
(208) 344-6000 Fax (208) 342-3829
www.hteh .com

ENNIS &HAWLEYup

.

ATTORNEYS AT LAW

October 27, 2006

Lancelot Investors Fund, L.P.
do Lancelot Investment Management, LLC
1033 SkoJri.e Boulevard, Suite 620
Northbrook, HIinois 60062 .
AGM,LLC
1033 Skokie Boulevard, Suite 620 .
Northbrook, illinois 60062

Re:

Loan and Security Agreement dated as a/October 27, 2006 by and among Crop
USA Insurance Agency, Inc., as Borrower; R. John Taylor and AlA. Insurance,
Inc., each as a Guarantor; Lancelot Investors Fund, L.P., as Lender; and AGM.
LLC, as Administrative Agent (the "Loan and Security Agreement ").

Ladies and Gentlemen:
We have acted as Idaho counsel to Crop USA Insurance Agency, Inc.) an Idaho
corporation ("Borrower"), and AIA Insurance, Inc., an Idaho corporation ("Corporate
Guarantor"), and R. John Taylor (,'Taylor"; Corporate Guarantor and Taylor are herein
. collectively referred to as «Guarantors" and each is a "Guarantor"; Borrower and Guarantors are.
. herein collectively referred to as "Clients" and each are a "Client") in connection with the
transactions contemplated by the Loan and Security Agreement (referenced,above and defined
below). Capitalized tenns used but not defined herein shali have the meanings ascribed to them
in the Loan and SecuritY Agreement.
.
I. DOCUMENT REVIEW

As such counsel, we have reviewed the following documents and instruments for
p~oses of delivery of this opinion letter:
(a)
the Loan and· Security Agreement, dated as of October 27, 2006, among
Borrower, Guarantors, Lancelot Investors Fun~ L.P. (''Initial Lender") and AGM, LLC (the
"Administrative Agent"), for the benefit {)f Lender Parties;
.

Bo1'lllVH
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(b)
the Promissory Note, dated as October 27, 2006, executed by Borrower in favor
of Initial Lender and its pen;nitted assigns, and the successors thereof;
(c)
the Guaranty, dated as of October 27, 2006, executed by Taylor in favor of
Administrative Agent, for the benefit of Lender Parties;
(d)
the Guaranty, dated as of October 27, 2006, executed by Corporate Guarantor in
favor of Administrative Agent, for the benefit of Lender Parties;

j
I

(e)
Control Agre~ment for Deposit Account at U.S. Bank National Association, dated
as of October. 27, 2006, among Borrower, U.S. Bank: National Association, and the
Administrative Agent, for the benefit of Lender Parties;

(f)
Blocked Account Control Agreement (with Lockbox Services), dated as of
October 27, 2006, among Borrower, U.S. Bank National Association, imd th~ Administrative
Agent, for the benefit of Lender Parties;
(g)
Certificate of Deposit Control Agreement, dated as of October 27, 2006, among
Taylor, James W. Beck, Michael W. Cashman, Private Bank Minnesota, and the Administrative
.
Agent, for the benefit of Lender Parties; .
(h)
Certificate of Deposit Control Agreement, dated as of October 27, 2006, among
Borrower, Taylor, Randolph D . Lamberjack, Zions First National Bank, and the Administrative
Agent for the benefit of the Lender Parties;
(i)
Consent and Agreement, dated as of October 27, 2006, among Borrower,
Clearwater Insurance Company, and the Administrative Agent, for the benefit of Lender Parties;

G)

.J

I
,

i
,

I
I

Pledge Agreement, dated as of October 27,2006, executed by Taylor in favor of
AGM, LLC~ in its capacity as administrative agent for the Lenders;
(k)
Pledge Agreement, dated. as of October 27, 2006, executed by Taylor, Michael
Cashman, James W. Beck in favor of the Administrative Agent for the Lenders;

(1)
Pledge Agreement, dated as of October 27, 2006, executed by Randolph D.
Lamberjack in favor of AGM, LLC, in its capacity as administrative agent for the Lenders;
(m)
a certified copy of the Articles of Incorporation of Borrower, as certified by the
Idaho Secretary of State on September 5, 2006 (the ''Borrower Articles of Incorporation");
en)
a copy of the New Restated Bylaw:s of CropUSA Insurance Agency, Inc. dated as
of October 5,2006, (the "Borrower Bylaws"; Borrower Articles of Incorporation and Borrower
Bylaws being herein collectively referred to as "Borrower Organizational Documents");

40823.0007.B92560.7
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(0)
a Certificate of Borrower With respect to (i) the Borrower Organizational
Documents, (ii) the resolutions of the members of Borrower relating to the Loan and'Security
Agreement and other Loan Documents, and (iii) incumbency of the authorized signatories of
Borrower;

(P)
a Certificate of Borrower with respect to (i) the names of every jurisdiction that
requires licensing and qualification as a foreign entity where Borrower owns, operates or leases
property, or conducts business; and (ii) the governmental permits, approvals, and licenses
necessary to conduct its business operation;
(q)
a certified copy of theArticIes of Incorporation of Corporate Guarantor, as
certified by the Idaho' Secretary of State on October -I 0, 2006 (the "Corporate Guarantor Articles
of Incorporation'');
(r)
a copy of the Bylaws of Corporate Guarantor dated as of January 5, 1988, (the
"Corporate Guarantor Bylaws"; Corporate Guarantor Articles of Incorporation and Corporate
Guarantor Bylaws being herein col1ectively referred to as "Corporate Guarantor Organizational
Documents"); a n d '
.
(s)
a Certificate of Corporate Guarantor with respect to (i) the Corporate Guarantor
. Organization Documents, (ii) the resolutions of members of Corporate Guarantor relating to the
Loan and Security Agreement, and (iii) incumbency of the authorized signatories of Corporate
Guarantor.
~ Certificate of CorPorate Guarantor with respect to (i) the names of every
(t)
jurisdiction that requires licensing and qualification as· a foreign entity where Corporate
. Guarantor owns, operates or leases property, or conducts business; and (ii) the governmental
permits, approvals, and licenses necessary to conduct its business operation;

Those documents and instruments listed above as items (a) through (k) are herein
collectively referred to as the "Loan Docunients".

in addition, we have examined such other instruments and documents and examined such
matters oflaw as we have deemed necessary as, a basis for the opinions set forth below.
n.OPINIONS
Based on the foregoing and subject to the assumptionS and qualifications' set forth below,
we are of the opinion that: .
(a)
Borrower is dUly formed, validly existing and in good standing, under the laws of
the Sta~ of Idaho. Borrower has the power and authority to own, lease, and operate 'its current
properties and 'assets and to conduct the btlSiness in which it is currently engaged. and
contemplated in the Loan Docum~ts.

.as
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(b)
Corporate Guarantor is duly formed, validly existing and in good standing, under
the laws of the State of Idaho. Corporate Guarantor has the power and authority to oWn, lease,
and operate its current properties and assets and to conduct the business in which it is currently
engaged and as contemplated in the Loan Documents.

Based solely oil a certificate of an officer of Borrower. Borrower is qualified and
(c)
licensed as a foreign entity in every other jurisdiction in which the ownership of property or the
conduct of its business requires such licensing and qualification.
(d)
Based solely on a certificate of an officer of Corporate Guarantor, Corporate
Guarantor is qqalified and licensed as a foreign entity in every other jurisdiction in which the
ownership of property or the conduct ofits busin~ss requires such licensing and qualification.
(e)
Each Client has the power and authority, to execute, deliver, and perform its
obligations under and consummate the transactions contemplated by the Loan Documents. to
which it is a party. The execution, delivery, and performance as of the date hereofbyBorrower
and Guarantors of the Loan Documents to which Borrower and Guarantors are party have been
duly authorized by ail necessary action of Borrower and Guarantors. The officers of Borrower
and Corporate Guarantor executing any Loan Documents on behalf of Borrower and Corporate
Guarantor have been duly authorized to execute and deliver such documents.
The Loan DocumentS have been duly executed and delivered by each Client that
(f)
is a party thereto. Were an Idaho court, or a federal court sitting in Idaho, to apply Idaho law to
the Loan Documents notwithstanding the parties' choice of the law of Illinois as the governing
. law, the Loan Documents constitute the legal, valid, and binding obligations· of each Client (to
the extent such Client is a party to such Loan Documents), enforceable in accordance ·with their
terms.
(g)
The execution, delivery, and performance as of the date hereof by each Client of
the Loan Documents to which each Client is a party does not: (i) require any approval of the
officers, members, or managers, as applicable of such Client which has not been obtained; and
(Ii) violate the Borrower Organizational Documents or the Guarantor Organizational Documents.
(h)
Assuming the provisions of the Loan and Security Agreement are sufficient. to
create in your favor a security interest in all right, title, and interest of Borrower in those items of
Collateral in which a security intereSt may be created under Article 9 of the Idaho Uniform
Commercial Code ("UCC") and assuming the Administrative Agent properly files the financing
statement attached· hereto as ExhIbit A with the Secretary of State of the State of Idaho (the
"Filing Office''), the. interests granted under the Loan Documents will constitute perfected
security interests in the Collateral, to the extent that a security interest in such Collateral can be
perfected by filing under the UCC.
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(i)

Neither the Administrative Agent or any Lender is required to register or to

qualifY to do business or to obtain any license or permit in the' state of Idaho to make' the Loan
Documents enforceable, to (!.llow the Administrative Agent or any Lender to foreclose on the
Collateral in local courts, or for any other reason related to the transactions evidenced by the
Loan Documents.
(j)
The Loan, as described and evidenced by the Loan Documents, is not usurious
under current applicable Idaho law.

(k)
In a proceeding to enforce the Loan Documents, an Idaho court, or a federal court
sitting in Idaho ,applying Idaho conflict of law rules, as the case may be, should give effect the
parties' designation of the law of the State oflliinois as the governing law; provided, however:

to

i.
we assume the state of Illinois bears a reasonable relationship to the
parties and the transaction;

ii.
the law of a state will govern the validity, perfection, priority, enforcement
and interpretation of interests in real property or of a security intere:st in tangible personal
property located in such state; .

.
iii,
Idaho state courts and federal courts sitting in Idaho will not enforce a
forum ·selection clause; and
iv.
Idaho state'courts and federal courts sitting in Idaho may apply the raw of
the State of Idaho or the law of another state with a relationship to the transaction, if the
law of the state chosen pursuant to the Loan Documents is contrary to a "fundamental
policy" of the State of Idaho or such other state. While not expressing an opinion, except
as described herein we are not aware of any fundamental policy of the State of Idaho to '
which the Loan Documents are contrary.
.

. m. ASSUMPTIONS AND QUALIFICATIONS
The opinions expressed in Section II above are subject to the following assumptions,
qualifications, and limitations:
.
In rendering this opinion, we have assumed that:

'i

"

1.
All natural persons executing tIre Loan Documents have legal capacity to do so;
all signatures on all documents submitted to us are genuine; documents submitted to us as
originals are authentic; all documents submitted to us as copies conform to the original
documents, which themselves are authentic; all certifications of public officials are accurate; and
all documents were executed in the same form, except for de minimis changes, as the copies
which were provided to us.

I

.i
!
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2.
Each of the parties to the Loan Documents other than Borrower and Guar3.!ltors
has the requisite power and authority to execute, deliver, and perform such documents' to which
it is a party; has taken all necessary action to enter into the Loan Documents; and has duly
executed and delivered each such document. To the extent that the Loan Documents impose any
obligation upon Lender or any other party other than Borrower and Guarantors, the Loan
Documents are valid and binding obligations of the. Lender and such other parties and
enforceable against each of such parties in accordance with their respective terms.
3.
Administrative Agent and Lender will enforce their rights under the Loan
Documents in a commercially reasonable manner.
4. '
The delivery to, or [or the benefit of. the Borrower at the closing of the Loan of
the funds to be.loaned to it pursuant'to the Loan Documents has occurred.
5.
There are 'no material oral or written modifications of or amendments to the Loan
Documents and there has been no waiver of any of the provisions of the Loan Documents, by
actions ,or conduct of the parties or otherwise.
6.
The Loan Documents comply with any test required by law of good faith or
fairness, and each party will act in accordance With the termS and conditions of the Loan
Documents.
We understand that all of the fo:regoing assumptions are acceptable to you.

In addition, our opinions expressed above are subject to the following qualifications and
limitations:
'

I

(a)
Inasmuch as we ate admitted to practice law only in the State of Idaho, we
diSclaim and do not express any opinion regarding any matters which may be governed by the
law of any other state or jurisdiction. The opinions set forth herein are based solely upon the
generally applicable law of the State ofIdaho in force and effect on the date hereof. We disclaim
any opinion as to the statutes and ordinances, the administrative decisions, and the rules and
regulations of any county, town, municipality or special political subdivision and any judicial
decisions to the extent that they 'deal with any of the foregoing. We further expr~ss no opinion as
to what effect laws, regulations or rulings promulgated, or judicial decisions established,
subsequent to the date hereofwith a retroactive date may have on the opinions set forth herein.'
(b)
Enforceability of the Loan Documents may 'be limited by: (i) banlcruptcy,
insolvency, reorganization, arrangement, moratorium, fraudulent conveyance, and other state and
federal laws relating to or affecting the rights'or creditors generally; and (ii) general principles of
equity, the application of which may deny Lender and Administrative Agent certain of the 'rights
and remedies grante4 to Lender and Administrative Agent under the Loan Documents, including
nghts to specific perfolIDance, injunctive relief, and the appointment of a receiver.
'

AFFIDVIT OF RODERlCK C. BOND
, IN SUPPORTOFDISQUALIFICA"TioN

40823,0007.892560,7

RJT-AIA 1541

3mf

October 27, 2006
Page 7

(c)
We express no opinion as to the priority of.any security interest. Without limiting
the foregoing, we express no opinion as to the priority as against any security interests or other
liens as to which a UCC filing in the Filing Office is not required. Further, our opinion is subject
to the limitations on perfection of security interests in proceeds resulting from the operation of
Section 9-315 of the UCC; the limitations with respect to buyers.in the ordinary course of
business imposed by Sections 9-320, 9-323, and 9~330 of the UCC; the limitations with respect
to documents, instruments, and securities imposed by Section 9-331 of the UCC; the rights of
holders of security interests in goods ·that are or are to become fixtures under Section 9-334 of
the VCC; the limitations with respect to accessions and commingling imposed by Sections 9-335
and 9-336 of the UGC; the provisions of Sections 9-204, 9-322, 9-323, and 9:'324 of the VCC
relating to the time of attachment and priority of a security interest in the items of the pI:"operty
. which are not now owned and in the possession of the Borrower; Sections 544 and 552 of
Title 11 of the Unit~d States Bankruptcy Code ("Bankruptcy Code") with respect to any of the
property acquired by the Borrower after the commencement of a case by or against the Borrower
under the Bankruptcy Code; the limitations with respect to buyers of goods other than buyers in
the ordinary course of business imposed by Sections 9-320 and 9-323 of the VCC; and the rights
of account debtors or obligors and any claims or defenses of such account debtors or obligors,
subject to SeCtions 9-404,9-405,406 and 9-408 of the uec, against the Borrower arising under
or outside notes, agreements, or contracts and the terms of such notes, agreements, or contracts
between the Borrower and the account debtors or obligors.
(d)
The enforceability of the Loan Documents is subject to the qualification that
certain remedies, waivers, and other provisions of the Loan. Documents may be rendered
ineffective, or limited, by applicable Idaho laws or judicial decisions governing such remedies,
waivers, and provisions, but the inclusion of such remedies, waivers, and provisions does not
affect the validity or enforceability of the other provisions thereof and in the event Borrower or
any Guarantor does not comply with the material terms of a Loan Document to which it is a
party, the Lender and Administrative Agent may exercise remedies that would normally be
available under Idaho law to a secured lender provided it proceeds in accordance with Idaho law.
Without limiting the generality of the preCeding qualification, we advise you that:
i.
limitations are imposed. by Idaho Code Section 8-601 on the right to obtain
the appointment of a receiver; and
.

ii. . every stipulation or condition in a contract, by which any party thereto is
restricted from enforcing his rights under the contract by -the usual proceedings in the
·ordinary tribunalS, or which limits the time within which he may thus enforce his rights,
is void pursuant to Idaho. Code Section 29-110.
.
(e)
. The filing of the Financing Statement in the.Filing Office will not result in the·
perfection of a security interest in items of collat~ (such as motor vehicles) which are subject
to a certificate oftitIe or regis4:ation statute that specifies a method of security interest perfection.
different than the filing or filings referred to in opini~n paragraph (h) above or in .items of

I
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collateral which are or will be classified as farm products under Section 9-102 of the
which are timber, as-extracted collateral or flxtures.

uee; or

(f)
The enforceability of waiver of rights to a jury trial, certain confession of
judgment provisions, and certain rights to indemnity contained in the Loan Documents,
inCluding, without limitation, a right to indemnification for one's own negligence, may be limited
by public policy considerations.
(g)
. To the extent our opinion relates to the creation or perfection of a security interest
in general intangibles, you should. be aware that Idaho law may limit or otherwise affect the
creation or perfection of a security interest in licenses, permits, or similar consents or certificates .
issued by an Idaho governmental authority (such as water right permits,. liquor licenses, or
operating licenses) to the extent that applicable statutes or regulations prohibit or limit the
creation or enforcement of a security interest therein or require authorization, approval, or other
action by, or notice to or filing with, any Idaho governmental authority for the creation .or
enforcement of such a security interest.

(h)
We wish to point out that any provision of a Loan Document which purports to
require indemriiflcation of any person in respect ofthe willful misconduct or gross negligence of
. such person may be unenforceable.
(i)
We express no opi,nion as to any actions that may be required to be taken
periodically or upon the occurrence of future events under the uee or other applicable law in
order for the effectiveness of the Financing Statement, or the validity· or perfection of any
security interest, to be tnaintained.

G)
Except as expressly stated otherwise herein, we express no opinion regarding the
need for ·or existence of any general business licenses or permits.
(1<:)
This opinion is limited to the matters set forth herein and no opinion may be
inferred or implied beyond those explicitly stated herein. We have no continuing obligation to
inform you of changes in law or facts subsequent to the date hereof or facts of which we become
aware after the date hereof.

(1)
This opinion is based and relies upon the current status of the law and existing
facts and is subject to and may be limited by future legiSlation as well as by developing c~e law.
(m)
Wherever we have stated that we have assumed any matter, it is intended to
.. indicate that we have assumed such matter without making any factual, legal, or other inquiry or
investigation. and without expressing any opinion or conclusion of any kind concerning· such
matter. The qualification of any opinion or statement herein by the use of the words
"knowledge," "our knowledge," "current actual knowledge," «~o the best of our knowledge," or
"known to us" means that during the course of our representation of the Clients, no matter has
come to the attention of the attorneys directly involved in such activities or transactions which
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give such attorneys actual knowledge of the existence of the matters so qualified. Furthermore,
except as otherwise expressly set forth herein, we have not undertaken any special or general
inquiry or investigation whatsoever to determine the existence of such matters, and no inference
as to our knowledge thereof shaH be drawn from the fact of our representation of any party or .
otheIWise.
IV. CONCLUSION
This letter: (i) has been furnished to you at your request, (li) is rendered in connection
with the transactions contemplated by the Loan and Security Agreement and may not be relied
upon by any person other than the addressees hereof without our prior written consent, and (iii)
is rendered as
the date hereof, and we undertake no, and hereby disclaim any,. obligation to
advise you of any changes in or any new developments which might affect any matters or
opin~ons set forth herein.

of

Respectfully submitted,
HAWLEYTROXE~LENNIS &~AWLYLLP
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.AIA Insurance, Inc.
'Notes to Financial Statements

i
1

Ii

NOTE 13 -LITIGATION:

1

The Company has been named as a defendant in a breach of c;ontract complaint that was filed on March 11. 2003 .
The plaintiff contends that the Company has not ~et its co¢actual obligation to guarantee the debts a related
company. Tbe CompaJlY ii defending itself against this claim; however; no assurance can be given that this matter
~l be resolved in the Company's favor. The Company intends to vigoroUsly d~fend itself in the ~tter.

.I

of

I

;1

J

I

NOTE 14 -lNVE8TMENT.IN PARENT COMPANY PREFERRED STOCK:
During 2004. the Company purchased '205,000 shares Qf Servi~s preferred stock which was previously hel4 by
CropUSA. The shares of Services preferred s1o<:k were purchased for $1,510,693 and such amount is reported M- .
an asset as December 31, 2005 and 2004. Management believes that the investment is properly classified as an
asset,. however, our independent auditors believe the investm~ni: should be reported as a component of stockhold~rs'
equitJ: in order to conform with.accou~ting principles generally accepted in.the United States of America..
.

of

totru

Had this' investment been reported as a contra-equity account,1he Company's
assets at'December 31,2005 and
2004. would have been $857,827 and $895,132, reSpectively, and stockhold~rs' equitY (deficit) would have been
$(28,724Yand $(268,384), respectively: .
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Crop USA Insurance Agency, Inc.
Notes to Financial Statements

rt
rr

NOTE <I-INVESTMENT IN AL4 SERVICES CORPORATION:

n

In August 2004, the Company sold its investment in 205,000,000 shares of AlA Services Corporation preferred
stock for $1,510,693 t() AIA Insurance, Inc., No gain was,recognized from this transaction due to the commonality in
ownership between these three entities. As a result. the sale was recognized as an adjustment to a.dditional paid-in
capital in the amount ofSl ,489,000.

fI

NOTE 5-DEFERllED INCOME TAXES:

n
u
n

The Company's deferred tax assets principally relate to net operating loss canyforwards that are available, within
statutory annual limits, to offset future taxable income; if any. These deferred tax assets were partially reserved by
management's estimate of a valuation allowance for financial reporting purposes. At December 31, 2005, the
Company had tax-basis net operating loss canyforWards of approximately $2,700,000 that expire iIi calendar years
'
, 2021 through 2026.
Following is a summary of the Company's net deferred tax assets at the balance-sheet dates:
December 31 ,

/'

'"

[F

J

Deferred tax assets
Deferred tax asset valuation allowance
Defexred. tax liabilities
Net defurred tax. assets

.$ 1,034,000
(548,000)
(29,000)
.$

457,000

.$ 373,000
(373,000)

.$

[I
l

fi1

The income tax benefits for each year differed from the amoUnts determined using the current federal statutory rates
primarily because of the effects' of state income taxes and the change in the deferred tax asset valuation allowance.
For 2005, the allowance inCreased by $175,000.
'

[1

NOTE 6-NOTE PAYABLE TO BANK:

[f
"}

:i

U
.

The Company executed an agreerilent with a financial institution that was,latermodified in January 2006 to provide
, for a revolving line of credit. Maximum borrowings under the facility are limited to $750,000. All outstanding
borrowings accrue interest at the prime rate plus 1%"are personally guaranteed by certain stockholders of the
Company, and are colla~ by receivables and equipment. Interest is required to be p~d mohthly. A1J of
January 28, 2006, the Company ren~gotiated the am-eement and extended the maturity date to January 2007. The .
outstanding balance at December 31,2005, was $750,000.

}

u
r

J
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AlA Insurance, Inc.
Balance Sheets
December 31,

Assets
$

Cash and cash equivalents

Certificate of deposit
Agent advances, net of allowances of $ I 80,795 and
$218,997, respectively
Accounts receivable
Prepaid expenses
oeferred income taxes
.
.
.
.
Real estat~, net of accumulated depreciation of$155,585
and $150;584, respectively .
F~iure, equipment, and vehicles, ne~ of accumulated
depreciation·of$810,008 and $794,702, respectively
Relal:ed-party reCeivables, companies .
Refated-party receivables, stockholders
Investment in parent company preferred stock

42,438
59,000'

$

89,&67
7,857
65,332'
87,000

53,823
59,000
105,641
3,857
82,964
l~O,OOO

103,524

108,~25

54,953
229.585
1,510,693

70,259
17,487
273,516
l,5H.l,693

. $ 2,36.8,520

$ 2,405,825·

$

$

118~271

Liabilities rmdStockhulders' Equity
LlAJ]ILlTlES:
Accounci payable and accrued expenses
Unearned coIIlll)issio1JS
Related-party payabl~, companies
Related-p~ payables, stockholders
Bank notes payable
Total liabilities

366,060
93,000
422,686
4,&05
886,551

619,198
103,000
424,203
1,846
15,269
1.163,516'

COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS' EQUITY:
Common stock - 100,OOQ.shares, $1 p~ value, authorized;
6,279 issued and outstanding

Retained ea:mings

.

Total stockholders' equity

6,279
1,475,690
1,481,969

6,279
1,236,03Q
1,242,309

$ 2,368,520

$ 2,405,825

See accompanying notes to financial statements.
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Roderick C. Bond
From:

Gatziofis, James J. [JJG@quarles.com]

Sent:

Friday, June 13, 2008 1:59 PM

To:

Roderick C. Bond

Subject:

Settlement proposal to be discussed today.

Attachments: 6290619_1.pdf

Rod, I wilf calf you at 4 Central time.
James J. Gatziofis
Quarles & Brady LLP
500 West Madison Street
Chicago, IL 60661-2511
Suite 3700
Tel. 312715-5049
Fax: 312632-1749
iig@quarles.com

This electronic mail transmission and any attachments are confidential and may be pr
They should be read or retained only by the intended recipient.
If you have receive
transmission in error, please notify the sender immediately and delete the transmiss
your system.
In addition, in order td comply with Treasury Circular 230, we are req
inform you that unless we have specifically stated to the contrary in writing, any a
provide in this email or any attachment concerning federal tax issues or submissions
intended or written to be used, and cannot be used, to avoid federal tax penalties.

AFFIDVIT OF RODERICK C. BOND
IN SUPPORT OF DISQUALIFICATION

3z'lJ>

EX IBIT-31

Reed Taylor v. AlA Insurance, et. aI,
Defendants' Settlement Proposal
June 13,2008
Reed Taylor would immediately cause the pending action to be dismissed with
prejudice and would cancel the AlA Services note and Reed Taylor and AIA Insurance
would sign general unconditional releases for each and every defendant, and each of
~endant' s counsel a'iid ill consideration therefore would be provided the f~lIowing:
1.
Cash. The Defendants, on or before October 31,2008, will pay Reed Taylor the
sum of $500,000 cash.
2.
Dividend to Pay Donna Taylor and Distribute the AlA Services Class C
Preferred. On the day prior to the effective date, of the settlement ALA Insurance will
declare a dividend to ALA Services of:
(a)
$500,000 payable upon receipt of the Grain Growers Settlement, and AIA
will immediately upon receipt of the funds from the settlement pay to Donna Taylor such
sum in satisfaction of the obligation to redeem the Class A Preferred Stock; and
(b)
3.
date:

All ALA Services Class C Preferred owned by AIA Insurance.

Transfer to Reed. AlA Services would transfer to Reed Taylor on settlement
(a)

(b)
mortgage.

One hundred percent of the outstanding stock of ALA Insurance; and
An assignment of AIA Services' interest in the Lewis and Clark Plaza

All defendant parties would cancel any debts due from and release AIA Insurance and
AlA Insurance would deliver releases to all defendants and defendants' counsel. -

--------

4.
Merger and Purchase of Class C Preferred. After all releases are delivered,
ALA Services and Crop would merge and the merged company will purchase one
hundred percent of the outstanding AlA Services Class C Preferred Stock at fair market
value as determined by a qualified valuation concern other than the party used previously
to value such stock.
5.
Issuance of New Class of Crop Stock to Trust. Reed would settle a trust under
agreement to be proposed by Defendants but providing certain distributions to Reed and
remainder to a charity proposed by the defendants. Crop would issue a new class of
preferred stock to the trust providing for a nominal initial preference, and a five percent
participation in distribution proceeds in excess of $20,000,000 to all other classes of Crop
Insurance stock but not more than $2,000,000. The trust would provide that while the
trust held the Crop stock, it would distribute to Reed all distributions from Crop in excess
of expenses. When the Crop interest is monetized, Reed is to be paid seven percent per
annum of such amount after payment of capital gains taxes and upon Reed's death the
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remainder would be distributed to the charity. The trust instrument would be drafted to
require little trustee discretion while the trust holds the Crop stock and wide investment
discretion after the monetization event.
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MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 4 I 6
Spokane, VVA 99201
Tel: (509) 455-7lO0
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, an individual;
Case No.:

CVT:)8 .. 017 65

Plaintiff,

COMPLAINT FOR DAMAGES

v.
JURY TRIAL DEMANDED
GARY D. BABBITT, an individual; D. JOI-IN
ASHBY, an individual; PATRICK V.
COLLINS, an individual; RICHARD A.
RILEY, an individual; HA VVLEY TROXELL
ENNIS & HAWLEY LLP, an Idaho limited
liability partnership; JANE DOES I-X,
unknown individuals;

Category: A.I.
Fee: $88.00

Defendants.
Reed J. Taylor, by and through his attorneys of r:ecord, CAMPBELL, BISSELL &
KIRBY, PLLC, alleges as follows (all applicable facts alleged below are incorporated by
reference into each cause of action as necessary to support each such cause of action):

I. PARTIES
1.

Plaintiff Reed J. Taylor is a resident of Lewiston, Nez Perce County,

Idaho. Plaintiff Reed J. Taylor is an elderly person as defined in I.C. § 48-608.

3Z5(
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2.

Defendant Hawley Troxell Ennis & Hawley LLP ("Hawley Troxell") is an

Idaho limited liability partnership in the business of ~racticing law. Hawley Troxell is
vicariously liable for the acts of the individual Defendants.
3.

Defendant Gary D. Babbitt is an individual residing in the state ofIdaho

and is an attorney practicing law in the state of Idaho with and for Hawley Troxell.
Defendant D. John Ashby is an individual residing in the state of Idaho

4.

and is an attorney practicing law in the state of Idaho with and for Hawley Troxell.
5.

Defendant Patrick V. Collins is an individual residing in the state of Idaho

and is an attorney practicing law in the state of Idaho with and for Hawley TroxelL
6.

Defendant Richard A. Riley is an individual residing in the state of Idaho

and is an attorney in the state of Idaho with and for Hawley Troxell.
7.

Jane Does f-X are unknown individuals who are and/or were attorneys that

participated in the tortious acts and conduct alleged against the above known defendants
with and for Hawley Troxell.
II. JURISDICTION, VENUE AND CLAIMS
8.

The Defendants transacted business through the practice of law in Nez

Perce County, Idaho, and have an expectation of being 'nained as defendants in Nez Perce
County, Idaho.

The Defendants committed tortious acts and/or assisted in the

commission of tortious acts in Nez Perce County, Idaho. The Defendants' tortious acts
and/or assistance have inflicted damages upon a resident of Nez Perce County, Idaho.
9.

Damages in this action exceed $10,000.

Jurisdiction and venue are,

therefore, appropriate in Nez Perce County District Court.
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10.

Plaintiff Reed 1. Taylor's Complaint is not a derivative action. Plaintiff

Reed 1. Taylor is the pledgee of all of the shares of AIA Insurance, Inc., the only
shareholder of AIA Insurance, Inc. by way of holding all of its shares as collateral, and
the largest creditor of AlA Services Corporation (Reed J. Taylor is owed over $8,500,000
and AlA Services Corporation is insolvent).

AlA Services Corporation and AlA

Insurance, Inc.'s value and net assets are insufficient to pay the over $8,500,000, plus
interest and attorneys' fees and costs, owed to Reed J. Taylor. Therefore, Plaintiff Reed
J. Taylor is entitled to bring certain claims directly against the Defendants for certain
damages.
III. FACTS
II.

At all material times, Plaintiff Reed 1. Taylor was owed over $6,000,000

by AlA Services Corporation through a promissory note dated August 1, 1995. Plaintiff
Reed J. Taylor is presently owed over $8,500,000 by AIA Services Corporation. At all
material times, the Defendants had full knowledge of AlA Services Corporation's debt
and contractual obligations owed to Reed 1. Taylor.
12.

AlA Services Corporation was in default of the $6,000,000 promissory

note when it failed to pay the note when it matUred on August 1, 2005.

Although

unnecessary since the $6,000,000 promissory note matured on August 1,2005, demand
for payment was properly served upon AlA Services Corporation by Plaintiff Reed 1.
Taylor on December 12, 2006, a copy of which was also provided to Defendant Richard
A. Riley pursuant to the notice provisions of the agreements. AlA Services Corporation
was insolvent in 2001, and has continued to be insolvent from said date.
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13.

Since 1996, as security for the over $8,500,000 owed by AlA Services

Corporation, Plaintiff Reed J. Taylor was granted and possessed a security interest in all
of the stock of AlA Insurance, Inc. and all of the commissions and related receivables of
AlA Insurance, Inc. and AlA Services Corporation.

Pursuant to the Amended and

Restated Stock Pledge Agreement dated July I,' 1996, Plaintiff Reed J. Taylor had the
contractual right upon default of AlA Services Corporation to vote the stock of AlA
Insurance, Inc., and take operational control of AlA Insurance, Inc. Plaintiff Reed J.
Taylor's right to vote the stock of AIA Insurance was also perfected through AlA
Services Corporation's irrevocable power of attorney granted to Reed J. Taylor that was
coupled with an interest as required by I.C § 30-1-722.
14.

On February 22, 2007, Reed

J: Taylor voted the stock of AlA Insurance,

Inc. and attempted to take control of it pursuant to his contractual rights as provided
under the law, the contract documents, and I.e. § 30-l-722. However, the interested
directors of AlA Insurance, Inc. (including R. John Taylor) by and through the
Defendants intentionally assisted in breaching the terms of the Amended and Restated
Stock Pledge Agreement and refused to acknowledge Plaintiff Reed J. Taylor's valid vote
of the stock of AlA Insurance, Inc. and refused to surrender control as required. The
Defendants further engaged in inappropriate conduct in assisting interested parties
(including R. John Taylor) in obtaining and/or maintaining a restraining order and
preliminary injunction against Plaintiff Reed J. Taylor, when the Defendants knew there
was no legitimate legal basis to do so, that doing so \ was an intentional violation and
tortious interference with Reed 1. Taylor's contractual rights, and that the assets and
funds of AlA Insurance, Inc. were being misappropriated andlor not safeguarded.
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Plaintiff Reed 1. Taylor has a pending civil action against AlA Services

Corporation, AlA Insurance, Inc., Crop USA Insurance Agency, Inc., R. John Taylor, and
others for claims of fraud, fraudulent conveyance, civil conspiracy, conversion, breaches
of fiduciary duties and other claims under Nez Perce County Case No. CV-07-00208

("Taylor v. AM Services Corporation, et aI. "), and therein Plaintiff Reed J. Taylor
obtained an order of partial summary judgment for AlA Services Corporation's default of
the $6,000,000 promissory note and corresponding default of the Amended and Restated
Stock Pledge Agreement. By way of this partial summary judgment and/or his prior vote
of the stock, Reed J. Taylor would and should be in actual control of AlA Insurance, Inc.
but for the actions and R. John Taylor, which Defendants, with full knowledge of Reed J.
Taylor's rights, facilitated and aided and abetted to the detriment of AlA Services
Corporation, AlA Insurance, Inc. and Reed J. Taylor.
16.

With the Defendants full knowledge, Reed J. Taylor's claims asserted in

Taylor v. AlA Services Corporation, et al. included claims for breaches of fiduciary duty,
conspiracy, fraudulent conveyance, and fraud perpetrated by R. John Taylor and others
(including Crop USA Insurance Agency, Inc.), including but not limited to claims that R.
John Taylor had wrongfully transferred over $1,500,000 of AlA Insurance, lnc.'s cash to
Crop USA Insurance Agency, Inc., for no consideration and had transferred
approximately $700,000 of the assets of AlA Insurance, fnc. to Crop USA Insurance
Agency, Inc. for no consideration. R. John Taylor was at all material times also an
interested director, officer and shareholder of Crop USA Insurance Agency, Inc. Also
included in the civil action were other claims that R. John Taylor and others had engaged
in self-dealing and/or fraudulent transactions with AIA Services Corporation and/or AlA
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Insurance, Inc. to the detriment of the corporations and Reed J. Taylor, and for the
personal benefit of R. John Taylor and other interested parties (including Crop USA
Insurance Agency, Inc.).
In 2007, Defendants appeared in the civil action, Taylor v. AlA Services

17.

Corporation, et aI., and assumed legal representation of two distinct clients, AlA
Services Corporation, a corporation, and ALA Insurance, Inc., a corporation, and also
represented the interests of R. John Taylor, an individual, and other interested parties
(including Connie Taylor, James Beck and Michael Cashman). At all material times
John Taylor was an interested CEO and director of ALA Services Corporation and ALA
Insurance, Inc. and an interested majority shareholder of ALA Services Corporation. The
civil action clearly alleged acts of fraud, civil conspiracy, conversion, and breaches of
fiduciary duty perpetrated by R. John Taylor and others against AlA Services
Corporation and ALA Insurance, Inc., and such acts having damaged and continuing to
cause damages to the corporations, their shareholders and creditors. In violation of the
Idaho Rules of Professional Conduct and their duty of care, the Defendants undertook to
represent the three named clients AlA Services Corporation, ALA Insurance, Inc., and
Crop USA Insurance Agency, Inc., each having irreconcilable conflicts of interest'with
the other.
18.

Plaintiff Reed 1. Taylor's attorney, Roderick C. Bond, advised the

Defendants in May 2007, that it was not appropriate for the Defendants to represent ALA
Services Corporation and ALA Insurance, Inc., and/or to take direction from R. John
Taylor because of various conflicts of interest and the fact that R. John Taylor was an
interested party.

Despite the warning and demands made by Reed J. Taylor'S attorney,
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Roderick C. Bond, the Defendants also appeared and represented Crop USA Insurance
Agency, Inc., which was created additional conflicts of interest, resulted in a breach of
the Defendants' fiduciary duties (including the duty of loyalty) owed to AIA Services
Corporation and AlA Insurance, Inc., and was a violation of the Rules of Professional
Conduct and their duty of care.
19.

The Defendants inappropriately entered into and/or participated in a Joint

Defense Agreement(s) knowing that AIA Services Corporation, AlA Insurance, Inc.,
Crop USA Insurance, Inc., R. John Taylor and other named and unnamed individuals in
Taylor v. AlA Services Corporation, et af. had clear irreconcilable conflicting and

diverging interests in violation of the Rules of Professional Conduct and duty of care, and
to the detriment AIA Services Corporation, ALA Insurance, Inc. and Reed J. Taylor. In
Taylor v. AlA Services Corporation, et af., a Joint Defense Agreements was not

permissible or appropriate because it would perpetuate fraud, conspiracy, aiding and
abetting, and other causes of action, was entered into without obtaining infonned consent
from disinterested representatives of the corporations, and the Joint Defense Agreement
was also independently not appropriate or pennitted when certain parties to a joint
defense agreement should be asserting claims against other parties to the agreement. The
Joint Defense Agreement(s) in question have assisted in others (including R. John Taylor
and Crop USA Insurance Agency, Inc.) to perpetrate and/or hide acts of fraud, fraudulent
conveyances, civil conspiracy, conversion, breaches of fiduciary duties and other claims,
while also assisting the Defendants in inappropriately obtaining payment of fees and
costs in violation of the Rules of Professional Conduct and their duty of care.
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20.

The Defendants assisted AfA Services Corporation, ALA Insurance, Inc.,

Crop USA Insurance Agency, Inc., R. Jo1m Taylor, and others in entering into various
inappropriate agreements and transactions which were in violation of the Rules of
Professional Conduct and their duty of care, were not in the best interests of the
corporations, not authorized by disinterested parties, constituted fraud and/or the
inappropriate transfer of assets and funds belonging to AlA Services Corporation and/or
AlA Insurance, Inc., were not arms-length transactions, and/or were done so without
requiring AlA Services Corporation, ALA Insurance, Inc. and/or Crop USA Insurance
Agency, Inc. to retain separate independent counsel that were retained by separate
independent uninterested parties.
21.

As attorneys for AlA Services Corporation, an entity, the Defendants

owed duties as provided by the Idaho Rules of Professional Conduct, their duty of care,
and under the law to the corporation and its shareholders to preserve and protect the
assets and businesses of the corporation, and since AlA Services Corporation was
insolvent, to its creditors including Reed J. Taylor.

As attorney for AlA Services

Corporation, and in light of the claims made against R. John Taylor and others by the
Plaintiff Reed J. Taylor, the Defendants owed a duty to their entity client not to assume
representation of the interests of R. John Taylor, individually and/or through a Joint
Defense Agreement, or with any other interested parties.
22.

As attorneys for AlA Insurance, Inc., an entity, the Defendants owed

duties as provided by the Idaho Rules of Professional Conduct, their duty of care and the
law to the corporation and its shareholders including a creditor pledgee of the
corporation's stock, Plaintiff Reed J. Taylor, with contractual rights to vote the shares and
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assume control and who had exercised his contractual rights and had voted the shares but
whose rights were breached and rejected by interested directors and others who were in
control of the corporation including R. John Taylor. As attorneys for ALA Insurance, Inc.
and in light of the claims made against R. John Taylor and others by the Plaintiff Reed J.
Taylor, the Defendants owed a duty to their entity client not to assume representation of
the interests ofR. John Taylor, individually and/or through any Joint Defense Agreement,
and/or of other interested parties (including Crop USA Insurance Agency, Inc., Connie
Taylor, James Beck and Michael Cashman).
23.

As attorneys representing the interests of R. John Taylor through a Joint

Defense Agreement, the Defendants owed their duties first and foremost to ALA Services
Corporation and AlA Insurance, Inc. as provided by the Idaho Rules of Professional
Conduct, duty of care and/or the law. As attorneys for R. John Taylor by and through
taking directions and/or accepting decisions made by him knowing that he was interested
and should have claims asserted against him, and in light of the claims against R. John
Taylor by the Plaintiff Reed 1. Taylor, the Defendants owed a duty to their corporate
clients not to assume representation of the interests of R. John Taylor, Crop USA
Insurance Agency, Inc. or other interested parties. The Defendants failed to notify or
obtain appropriate informed consents or approvals from appropriate parties or
disinterested shareholders in violation of the Rules of Professional Conduct, the
Defendants' duty of care, and the Bylaws and Articles of Formation of the corporations,
all to the detriment of Reed J. Taylor. The Defendants inappropriately participated in a
Joint Defense Agreement.
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24.

As present andlor fonner attorneys' for AlA Services Corporation andlor

AlA Insurance, Inc. (individually or through any Joint Defense Agreement) the
Defendants owed duties of loyalty to the corporations and could not represent R. John
Taylor or Crop USA Insurance Agency, Inc. in Taylor v. AlA Services Corporation, et al.
or represent or assist R. John Taylor in Donna Taylor v. R. John Taylor because the
Defendants' loyalty belongs exclusively to AlA Services Corporation andlor AlA
Insurance, Inc.

Furthermore, the Defendants could in no way represent Crop USA

Insurance Agency, Inc. or participate in any joint defense of Crop USA Insurance
Agency, Inc. or other interested parties (such as R. John Taylor, Connie Taylor, James
Beck, andlor Michael Cashman) as AlA Services Corporation andlor ALA Insurance, Inc.
should have been asserting claims against Crop USA Insurance Agency, Inc., each other,
and other interested and uninterested parties.
25.

Defendants represented, and continue to represent, the interests of R. John

Taylor (individually andlor through a Joint Defense Agreement) and with full knowledge
that R. John Taylor is an interested party and director of ALA Services Corporation and
AlA Insurance, Inc. and is personally inappropriately conducting and controlling the
course of litigation involving the Defendants' clients, AlA Services Corporation and AlA
Insurance, Inc., while also inappropriately representing Crop USA Insurance Agency,
Inc. to the detriment of the corporations and Reed J. Taylor.
26.

During the course of the civil action after March 28, 2007, the Defendants

have coordinated and participated with Quarles & Brady LLP, the law finn that has
represented AlA Services and AlA Services Corporation before and throughout litigation,
and Clements, Brown & McNichols, P.A., the law tinn that fonnerly represented AlA

AFFIDVIT OF RODERICK C. BOND

~13~OFl~ISQUALIFICATION

Service Corporation and AlA Insurance, Inc. in Taylor v. AlA Services Corporation, et al.
During the course of the civil action after March 28, 2007, R. John Taylor and others
have further engaged in inappropriate and/or wrongful transactions involving themselves,
AlA Services Corporation, AlA Insurance, Inc., and Crop USA Insurance Agency, Inc.,
which transactions have occurred with Defendants knowledge and/or assistance, and to
the detriment of AIA Services Corporation, AlA Insurance, Inc., and Plaintiff Reed J.
Taylor as creditor and stock pledgee.
27.

Defendants are liable to Reed J. Taylor for an amount to be proven at trial

because the Defendants have provided substantial assistance and/or aided and abetted R.
John Taylor, AlA Services Corporation, AlA Insurance, Inc., Crop USA Insurance
Agency, Inc., and/or other interested parties in acts of fraud, fraudulent conveyances,
conversion, civil conspiracy, and breaches of fiduciary duties.

The acts of fraud,

fraudulent conveyances, civil conspiracy, conversion, and breaches of fiduciary duties
include, but are not limited to: 1) While purporting to represent ALA Insurance, Inc. and
AIA Services Corporation, the Defendants assisted and/or aided and abetted R. John
Taylor in the tortious interference with the assertion of Plaintiff Reed J. Taylor's
contractual rights to control and operate AlA Insurance, Inc., which has proximately
caused damages to Reed J. Taylor;

2) While purporting to represent AlA Services

Corporation and AlA Insurance, Inc., the Defendants inappropriately assisted and/or
aided and abetted R. John Taylor and other interested parties to engage in tortious
transactions involving R. John Taylor, AlA Services Corporation, AlA Insurance, Inc.,
and/or Crop USA Insurance Agency, Inc., which such transactions have been to the
detriment of AlA Services Corporation, AlA Insurance, Inc., and Reed 1. Taylor, and
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proximately caused damages to Reed J. Taylor as creditor and stock pledgee; and 3)
While representing R. John Taylor, individually or through a Joint Defense Agreement,
the Defendants have had full knowledge that their client is an interested party and
director of ALA Services Corporation, ALA Insurance, Inc., and Crop USA Insurance
Agency, Inc., and is personally conducting and controlling the course of litigation
involving the Defendants' former clients, AlA Services Corporation and AlA Insurance,
Inc., and Defendants have assisted and/or aided and abetted R. John Taylor and others
(including, Crop USA Insurance Agency, Inc.) and has coordinated and participated with
the Hawley Troxell and Quarles & Brady in R. John Taylor's engaging in tortious
transactions involving himself, AlA Services Corporation, ALA Insurance, fnc., and Crop
USA Insurance Agency, Inc., which transactions have been to the detriment of AlA
Services Corporation and ALA Insurance, Inc. and proximately caused damages to Reed
J. Taylor as a creditor and stock pledgee.
28.

In connection with the Defendants' inappropriate representation andJor

joint defense of R. John Taylor, ALA Services Corporation, ALA Insurance, Inc., Crop
USA Insurance Agency, Inc., and other interested parties (including Connie Taylor,
James Beck, and Michael Cashman) the Defendants accepted payments of attorneys fees
and costs believed to exceed $500,000 in violation of the Idaho Rules of Professional
Conduct, their duty of care, and as participating andJor assisting in inappropriate
corporate acts and the aiding and abetting of others.
29.

Over the course of the litigation in Reed J Taylor v. AlA Services

Corporation, et al., Reed J. Taylor'S attorney in that action, Roderick C. Bond of Smith,

Cannon & Bond PLLC, advised the Defendants on numerous occasions that their conduct
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violated Idaho Rules of Professional Conduct, their duty of care, was inappropriate, and
constituted the aiding and abetting of other interested and uninterested parties (including
R. John Taylor and Crop USA Insurance Agency, Inc.), among other potential legal
claims against them.

In early 2007, Mr. Bond advised the Defendants that their

inappropriate actions would result in claims being filed against them by Reed J. Taylor.
Mr. Bond reiterated these warnings orally and in writing on numerous occasions. Despite
Mr. Bond's warnings, the Defendants conduct persisted thereby further damaging Reed J.
Taylor. The Defendants disregard of Mr. Bond's warnings can only be construed as
intentional improper acts to assist R. John Taylor and other interested parties to the
detriment of Plaintiff Reed J. Taylor.
30.

The Defendants wrongfully assisted R. John Taylor and other interested

parties in operating Crop USA Insurance Agency, Inc. with the funds, assets, employees,
trade secrets and other things of value inappropriately obtained from ALA Services
Corporation and/or ALA Insurance, Inc., and by assisting R. John Taylor and other
interested parties (including Crop USA Insurance Agency, Inc.) in preventing claims
from being asserted and prosecuted against them. The Defendants wrongfully assisted
and/or failed to prevent interested parties (including R. John Taylor) in transferring the
long-term employees of ALA Insurance, Inc. to Crop USA Insurance Agency, Inc., while
at the same time representing to the Court in Taylor v. AlA Services Corporation that the
corporations were being operated properly and/or failing to advise the Court of the
inappropriate acts and transactions. All the while the Defendants were aware of and/or
assisted in the inappropriate payment of salaries, benefits, compensation, and director
fees of $20,000 per year when ALA Services Corporation was insolvent.
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31.

Despite Reed J. Taylor's demands (made personally and through his

attorney Roderick C. Bond) that the Defendants take action to protect the assets and
funds of ALA Services Corporation and ALA Insurance, Inc. and recover funds and assets
from R. John Taylor, Crop USA Insurance Agency, Inc. and other interested and
uninterested parties for the benefit of the corporations and Reed J. Taylor, the Defendants
refused to act in accordance with the Rules of Profession Conduct, their duty of care, and
the law. Despite Reed J. Taylor's demands (made through his attorney Roderick C.
Bond) that interests of the minority disinterested shareholders be considered and/or
protected because of the wrongful acts of R. John Taylor and other interested parties, the
Defendants refused to act and failed to fully and properly disclose all pertinent facts to
the disinterested shareholders and request their votes.
32.

In various motions, responses aitd affidavits submitted to the court in

Taylor v. AIA Services Corporation, et aI., the Defendants made arguments that did not
benefit ALA Services

Corporation, ALA Insurance,

Inc., or Reed J. Taylor,

inappropriately made other arguments preventing valid claims from being asserted
against R. John Taylor, James Beck, Connie Taylor, Michael Cashman, and other
interested and uninterested parties, and failed to take action against responsible parties
(including R. John Taylor, Crop USA Insurance Agency, Inc., Connie Taylor, James
Beck, Michael Cashman, Lancelot Investors Fund, and others).

In the instance of

Michael Cashman, the Defendants successfully argued to the Court in Taylor v. AlA

Services Corporation, et al. that Mr. Cashman should not be named as an individual
when the Defendants should have been taking action against Mr. Cashman and others.
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33.

Despite Reed J. Taylor's demands (made through his attorney Roderick C.

Bond) that disinterested directors andlor parties must direct the litigation on behalf of the
corporations, the Defendants refused and permitted and/or assisted R. John Taylor and
other interested parties to direct the litigation to the detriment of the corporations and
Reed 1. Taylor. Despite Reed J. Taylor's

de~ands

(made through his attorney Roderick

C. Bond) that action be taken to terminate ALA Insurance, Inc.' s improper guarantee of a

$l5,000,000 line-of-credit for Crop USA Insurance Agency, Inc., the Defendants refused
to act, failed to inform or fully disclose to disinterested parties or shareholders the
existence of such inappropriate loan guarantees, and threatened to take legal action
against Reed 1. Taylor if he tried to rescind or terminate the improper guarantee (since
Defendant Gary D. Babbitt's threat, the balance of the loan has increased by over
$5,500,000 to over $10,500,000).'
34.

The Defendants' conduct has violated Idaho Rules of Professional

Conduct and their duty of care, which require the Defendants to disgorge all attorneys'
fees and costs paid to them in Taylor v. AlA Services Corporation, et at. and for other
related and/or unrelated legal services. Despit~ Reed 1. Taylor'S demands (made through
his attorney Roderick C. Bond) to comply with the Rules of Professional Conduct and
their duty of care, the Defendants refused to do so.
35.

Through the acts of the Defendants, the value of AlA Insurance, Inc. and

the assets of ALA Services Corporation and/or ALA Insurance, Inc. have plummeted in
value, the corporations' value and assets have been impaired, andlor the assets and funds
have been transferred to Crop USA Insurance Agency, Inc. Through the acts of the
J The $15,000,000 loan subject to the guarantee is believed to be in technical default. Damages for any loss
from the guarantee would accrue upon the time of the loss or threatened litigation by the lender and,
accordingly, would be additional damages asserted against the Defendants at that time.
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Defendants, ownership of Crop USA Insurance Agency, Inc. was vested and has
remained vested in interested parties (including R. John Taylor), while the major creditor
Reed J. Taylor and minority shareholders were left with nothing.

Despite Reed J.

Taylor's demands (through his attorney Roderick C. Bond) that action should also be
taken for the interests of the innocent minority shareholders and creditors, the Defendants
have refused to take action and inappropriately assisted the interested parties (including

R. John Taylor, Connie Taylor, James Beck and Michael Cashman).
36.

Despite the Defendants having made several legal arguments that lacked

merit, lacked good faith and/or were not grounded in facts, the Defendants provided a
settlement offer to Reed 1. Taylor in Taylor v. AlA Services Corporation, et aI., which
included a provision that he release all claims against the Defendants as a condition of the
settlement. The inclusion of such a provision was a violation of the Rules of Professional
Conduct and Defendants' duty of care.

The Defendants also refused to make any

provisions for disinterested minority shareholders of AlA Services Corporation as
requested by Reed J. Taylor.
37.

The Defendants have assisted in the inappropriate acts of R. John Taylor

and other interested parties in stopping all payments to Reed J. Taylor and Donna J.
Taylor, Reed J. Taylor's former wife and the holder of all outstanding Preferred A Shares
of AlA Services Corporation. Like Reed J. Taylor, Donna J. Taylor is required to be a
member of the board of directors of AlA Services Corporation. Like Reed 1. Taylor, the
Defendants have assisted R. John Taylor and other interested parties in preventing Reed
1. Taylor and Donna 1. Taylor from being members of the board of directors of AlA
Services Corporation, which has further far reaching ramifications and results in
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additional damages against the Defendants.
38.

With full knowledge of ALA Services Corporation's obligations to ensure

that Reed 1. Taylor and Donna J. Taylor are members of ALA Services Corporation's
board until they were paid in full, the Defendants proceeded to attend and participate in
inappropriate board meetings and/or take inappropriate action based upon board meetings
held by interested directors without Reed 1. Taylor or Donna J. Taylor being present and
without providing them the opportunity to be present, which further results in all such
meetings and decisions being null and void, and the Defendants being liable for the
associated damages.
39.

The Defendants represented ALA Services Corporation and ALA

Insurance, Inc. in litigation with the state of Idaho. The litigation was funded by AlA
Insurance, Inc. by and through commission in which Plaintiff Reed J. Taylor held a
security interest of which the Defendants had full knowledge.

The litigation was

resolved, however, instead of titling the $1,200,000 Mortgage that was received as
settlement in the name of ALA Insurance, Inc., the Defendants titled the mortgage only in
the name of ALA Services Corporation in an inappropriate scheme to keep the mortgage
from ALA Insurance, Inc. and Reed 1. Taylor.

The Defendants then inappropriately

represented ALA Services Corporation, AlA Insurance, Inc. and Crop USA Insurance
Agency, Inc. by drafting documents to assist in the inappropriate pledge of the
$1,200,000 Mortgage to Crop USA Insurance Agency, Inc. to facilitate the payment of
the Defendants' services in violation of the Rules of Professional Conduct, their duty of
care, and the law. The Defendants assisted and/or failed to prevent and/or notify
disinterested parties or the Court that ALA Services Corporation had inappropriately
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pledged its sole remaining other significant asset, the $1,200,000 mortgage, to Crop USA
Insurance Agency, Inc. to facilitate the payment of $500,000 for the Defendants' services
in violation of the Rules of Professional Conduct, their duty of care, and the law.
40.

The Defendants omitted and/or misrepresented material facts to the Court

in Taylor v. AlA Services Corporation, et al. to the detriment of Reed J. Taylor. In
several instances, the Defendants persuaded the Court to take action that was not in the
best interests of the corporations or Reed 1. Taylor, to the detriment of the corporations
and Reed J. Taylor (including consenting to the issuance of only a $200,000 bond when
the Defendants knew that the corporations were not being operated properly or their
assets safeguarded).
41.

The Defendants have inappropriately assisted R. John Taylor and other

interested parties in misallocating and not allocating expenses and/or services provided
and borne by AlA Insurance, Inc. and/or AlA Services Corporation for the benefit of
Crop USA Insurance Agency, Inc., R. John Taylor and other interested parties. Upon
information and belief, the Defendants have assisted in issuing inappropriate opinion
letters to auditors of ALA Services Corporation, AlA Insurance, Inc. and/or Crop USA
Insurance Agency, Inc. to assist R. John Taylor and other interested parties in transferring
and utilizing the assets, employees, labor, funds and resources of AlA Insurance, Inc.
and/or AlA Services Corporation for the benefit of Crop USA Insurance Agency, Inc
while providing no or little consideration in return.
42.

The Defendants had full knowledge of R. John Taylor's Executive

Officer's Agreement, which, upon information and belief, was drafted by Defendant
Richard A. Riley. Regardless, Defendant Richard A. Riley had full knowledge of the
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existence and terms of R. John Taylor's Executive Officer's Agreement with ALA
Services Corporation.

Even though R. John Taylor has breached the terms of his

employment contract with ALA Services Corporation by competing against AIA Services
Corporation through Crop USA Insurance Agency, Inc. (and violating the corporate
opportunity doctrine), by soliciting employees of AIA Insurance, Inc., and other
inappropriate actions, the Defendants have intentionally refused to act in the best interests
of ALA Services Corporation, ALA Insurance, Inc., their shareholders, and/or Reed J.
Taylor, to the detriment of Plaintiff Reed J. Taylor.
43.

The Defendants assisted in inappropriately transferring and retaining

funds, assets and property to Crop USA Insurance Agency, Inc. to defraud AIA Services
Corporation's creditor Reed J. Taylor (including, without limitation, over $95,000 owed
by Pacific Empire Radio Corporation to ALA Insurance, Inc., assistance in transferring
shares of the Pacific Empire Radio Corporation to R. John Taylor, and failing to collect
the over $300,000 owed by R. John Taylor) by not reporting such acts to disinterested
parties or other appropriate parties as required by the Rules of Professional Conduct and
their duty of care.
44.

In April 2007, the Defendants permitted and/or assisted interested parties

in holding a joint board meeting of ALA Services Corporation and ALA Insurance, Inc.
with full knowledge that Reed J. Taylor and Donna J. Taylor were being intentionally
denied their right to be on the board of ALA Services Corporation and participating in
such meetings (Donna Taylor has subordinated her right to payment in favor of Reed J.
Taylor). At the meeting held in April 2007, the Defendants permitted and/or assisted R.
John Taylor to appoint Connie Taylor and James Beck to the boards of ALA Services
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Corporation and AIA Insurance, Inc. knowing that they were interested parties who ALA
Services Corporation and/or ALA Insurance, Inc. should be pursuing claims against, that
they inappropriately held shares in Crop USA Insurance Agency, Inc., that they were
inappropriately being paid $20,000 per year to attend the board meeting of an insolvent
corporation, and that they did not meet the required standards necessary to be members of
such boards as set forth under the corporations' bylaws. The Defendants inappropriately
permitted and/or assisted two interested parties, Connie Taylor and James Beck, to
approve and/or consent to a Joint Retainer and Joint Defense Agreement with Hawley
Troxell and others, which also facilitated the inappropriate joint legal representations of
interested parties with conflicting irreconcilable interests and the payment of attorneys'
fees and costs to various attorneys in violation of the Rules of Professional Conduct and
their duty of care.
45.

Despite demands to the contrary, the Defendants continued to take

instructions and/or directives from the unauthorized boards (or R. John Taylor) of ALA
Services Corporation and/or ALA Insurance, Inc. knowing that the boards are not properly
seated and are comprised of interested parties (including R. John Taylor) with significant
claims that should be asserted against them in violation of the Rules of Professional
Conduct, their duty of care, and/or the law.
IV. FIRST CAUSES OF ACTIONS
46.

The Defendants have damaged Reed J. Taylor by aiding and abetting

and/or assisting others (including R. John Taylor and Crop USA Insurance Agency, Inc.)
in the commission of tortious acts.
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47.

The Defendants committed tortious acts in concert with others (including

R. John Taylor and Crop USA Insurance Agency, Inc.) and/or pursuant to a common
design or civil conspiracy with others (including R. John Taylor and Crop USA Insurance
Agency, Inc.).
48.

The Defendants knew that the conduct of others (including R. John Taylor

and Crop USA Insurance Agency, Inc.) constituted breach of duties and gave substantial
assistance and/or encouragement to others (including R. John Taylor and Crop USA
Insurance Agency, Inc.) in breaching said duties.

The Defendants' conduct also

constitutes the assistance of interested parties (including R. John Taylor and Crop USA
Insurance Agency, Inc.) with the tortious interference of ALA Services Corporation and
Reed J. Taylor's contractual rights, which such contractual rights the Defendants had
intimate knowledge.
49.

The Defendants gave substantial assistance to others (including R. John

Taylor and Crop USA Insurance Agency, Inc.) in committing and/or accomplishing
tortious conduct and/or acts, and the Defendants' conduct, separately considered,
constitutes the breaches of duties owed to the corporations and/or Reed J. Taylor.
50.

The Defendants conduct constitutes aiding and abetting of others

(including R. John Taylor and Crop USA Insurance Agency, Inc.) and/or constitutes the
conduct of a contributing tortfeasors, and such conduct has damaged Plaintiff Reed 1.
Taylor in an amount to be proven at trial or on summary judgment.
V. SECOND CAUSES OF ACTIONS
51.

Reed J. Taylor holds and has held a valid and perfected security interest in

all of the commissions and related receivables of ALA Services Corporation and ALA

AFFIDVIT OF RODERICK C. BOND
W:~MTOFbISQUALIFICATION

3271

Insurance, Inc.
52.

All of the shares of ALA Insurance, Inc. were pledged to Reed 1. Taylor as

collateral for the over $8,500,000 owed to him by ALA Services Corporation. By way of
this pledge and his prior vote of the stock in February 2007, Reed 1. Taylor is entitled to
possession and control of all of the assets of ALA Insurance, Inc.
53.

The Defendants were fully aware of Reed 1. Taylor's rights to property in

which he held a security interest and was pledged to him as collateral. In fact, Defendant
Richard A. Riley represented ALA Services Corporation in the redemption of Reed J.
Taylor's shares and the drafting of the Amended and Restated Stock Pledge Agreement
and other applicable agreements. Defendants were responsible for issuing opinion letters
relating to the transaction, which include various applicable representations and
warranties. Defendants are now asserting arguments counter to the representations made
in the opinion letter drafted by Defendants by and through Defendant Richard A. Riley.
Defendants also assisted in the commission of torts by R. John Taylor, Crop USA
Insurance Agency, Inc., and other interested partres by representing the corporations in
various inappropriate transactions.
54.

The Defendants have received substantial payments believed to exceed

$500,000 for the payment of attorneys' fees and costs, which such payments the
Defendants had no lawful right to possess or retain and were received in violation of the
Rules of Professional Conduct and their duty of care.
55.

The Defendants also knew that the disinterested minority shareholders of

ALA Services Corporation (innocent shareholders) were never advised of the significant
claims against the interested parties (including R. John Taylor and Crop USA Insurance
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Agency, Inc.) and the significant misappropriation of the corporations' assets, but
provided legal services on behalf of the interested parties and accepted payment from
ALA Services Corporation and AIA Insurance, Inc. In connection with the payment of
attorneys' fees and costs to other named parties in Taylor v. AlA Services Corporation, et

al., the Defendants failed to obtain the necessary approvals from Reed J. Taylor or other
disinterested parties to the detriment of the corporations and Reed J. Taylor.

The

Defendants also assisted in the inappropriate titling and pledging of a $1.2 Million
Mortgage owned by ALA Services Corporation to facilitate the payment of funds to them.
The Defendants have also accepted the payment of services for attorneys' fees and costs
rendered for Crop USA Insurance Agency, Inc., which were paid by the money and/or
assets of ALA Services Corporation and/or ALA Insurance, Inc.
56.

The Defendants' conduct constitutes the willful interference with property

and money belonging to ALA Services Corporation, ALA Insurance, Inc. and/or Reed J.
Taylor and/or which such property and money should be under the possession and/or
control of Reed J. Taylor, as the person entitled to such money and property as a creditor
and pledgee. The Defendants deprived Reed J. Taylor possession of such property and
money. Despite Reed J. Taylor's demands, the Defendants have refused to return such
property and money.
57.

The Defendants' conduct constitutes conversion and such conduct has

damaged Reed J. Taylor in an amount to proven at trial or on summary judgment.
VI. THIRD CAUSES OF ACTIONS
58.

The Defendants' conduct has been unconscionable. The have engaged in

acts, conduct, and representations that were false, misleading, deceptive and/or a
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violation of I.C. § 48-601, et seq. The Defendants' acts, omission, representations and
conduct constitute unfair and/or deceptive acts and/or practices in trade pertaining to the
practice of law pursuant to I. C. § 48-601, et seq.
59.

The Defendants' actions have resulted in the loss of over 25% of Reed 1.

Taylor's retirement funds and/or such other harm as sct forth under I.C. § 48-608(2)(a).
As such, Plaintiff Reed J. Taylor is entitled damages, which such amount is also subject
to treble damages pursuant to I.C. § 48-608.

VII. FOURTH CAUSES OF ACTIONS
60.

AlA Services Corporation is a trustee of Reed J. Taylor in light of its

insolvency and the fact that it owes Reed J. Taylor over $8,500,000. At the very least,
AlA Insurance, Inc. is a trustee of Reed J. Taylor because all of its shares are pledged to
Reed J. Taylor and he voted the shares in February 2007 naming himself the sole director
and officer of AlA Insurance, Inc.
61.

The Defendants' clients were trustees and/or fiduciaries performing

similar functions for a non-client, Reed J. Taylor.

The Defendants knew that their

appropriate actions were necessary with respect to the representation of AlA Services
Corporation and/or ALA Insurance, Inc. to take action to prevent and/or rectify the
breaches of fiduciary duties owed by AIA Services Corporation and/or AlA Insurance,
Inc. to Reed J. Taylor when such breaches were crimes and/or fraud and/or the
Defendants assisted and/or are assisting in the breaches. Reed J. Taylor was not able to
protect his rights because of the Defendants' actions and the Defendants' obligations to
AlA Services Corporation and/or AlA Insurance, Inc. would not be significantly
impaired because the best interests of an the foregoing is to collect sums owed by others
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and recover damages for the improper tortious conduct of others (including R. John
Taylor and Crop USA Insurance Agency, Inc.).
62.

The Defendants owed AIA Services Corporation, AlA Insurance, Inc.

and/or Reed J. Taylor a duty of care to provide, including, but not limited to, reasonable,
. prudent, ethical, unconflicted, loyal and professional legal advice and legal representation
in keeping with the standard of care in the legal profession and as owed to the
corporations (referred to herein and above as "duty of care"). The Defendants breached
their duty of care as a result of their acts and/or omissions thereby damaging the
corporations and Reed J. Taylor, to the detriment of Reed J. Taylor.
63.

The Defendants breached their fiduciary duties owed to AlA Services

Corporation, ALA Insurance, Inc., and/or Plaintiff Reed J. Taylor, including, without
limitation, the duties of care and loyalty.
64.

The Defendants' acts constitute professional negligence and/or breach of

the Defendants' fiduciary duties, and such conduct has damaged the corporations and
Reed 1. Taylor, in an amount to be proven at trial or on summary judgment.

VIII. DEMAND FOR JURY TRIAL
1.

Plaintiff Reed J. Taylor demands a trial by jury of not less than twelve

(12) on an claims and damages so triable.

IX. PRAYER FOR RELIEF
WHEREFORE, Plaintiff Reed J. Taylor prays for the following relief:

1.

For a judgment against Defendants, jointly and severally, for $10,500,000

in damages ($3,500,000 in actual damages and $7,000,000 in treble damages), the exact
amount of which will bc proven at trial and/or on summary judgment, plus an award of
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pre-judgment and post-judgment interest;
2.

For a judgment against the Defendants, jointly and severally, for treble

damages of $7,000,000, the exact amount to be proven at trial pursuant to I.C. § 48608(2);
For a judgment requiring the disgorgement of the payments of all

3.

attorneys' fees and costs paid to the Defendants by AlA Services Corporation and/or AlA
Insurance, rnc.;
4.

For judgment against the Defendants, jointly and severally, for additional

damages as provided under LC. § 48-608;
5.

For such other relief as may be available to Reed 1. Taylor pursuant to I.C.

§ 48-60 I, et seq. or the law, including, without limitation, obtaining a preliminary
injunction to restrain the Defendants from undertaking further representation;
6.

For an award of Plaintiff Reed J. Taylor's attorneys fees and costs

incurred in this action pursuant to Idaho Law, including, without limitation, I.C. § 48608, I.C. § 12-120 and/or I.C. § 12-121; and
7.

For such other relief as the Court deems just and equitable .

DATED

./.day of August, 2008.

this~

CAMPBELL, BISSELL &

IRBY PLLC

Michael'S. Bissell
Attorneys for Plaintiff Reed J. Taylor
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MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, VVA 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed 1. Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, an individual;
Case No.:

CV88 .. 01 7 6 3

Plaintiff,

COMPLAINT FOR DAMAGES

v.
JURY TRIAL DEMANDED
MICHAEL E. MCNICHOLS, an individual;
CLEMENTS, BROWN & MCNICHOLS,
P.A., an Idaho professional corporation; JANE
DOES I-V, unknown individuals;

Category: A.I.
Fee: $88.00

Defendants.
Reed J. Taylor, by and through his attorneys of record, CAMPBELL, BISSELL &
KIRBY, PLLC, aUeges as follows (all applicable facts alleged below are incorporated by
reference into each cause of action as necessary to suppprt each such cause of action):

I. PARTIES
1.

Plaintiff Reed 1. Taylor is a resident of Lewiston, Nez Perce County,

Idaho. Plaintiff Reed J. Taylor is an elderly person as defined in IC. § 48-608.
2.

Defendant Clements, Brown & McNichols, P.A. ("Clements Brown") is

an Idaho professional corporation in the business of practicing law. Clements Brown is
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vicariously liable for the acts of the individual Defendants.
3.

Defendant Michael E. McNichols is an individual residing in the state of

Idaho and is an attorney practicing law in the state of Idaho with and for Clements
Brown.
4.

Jane Does I-V are unknown individuals who are and/or were attorneys that

participated in the tortious acts and conduct alleged against the above known defendants.

II. JURISDICTION. VENUE AND CLAIMS
5.

The Defendants transacted business through the practice of law in Nez

Perce County, Idaho, and have an expectation of being named as defendants in Nez Perce
County, Idaho.

The Defendants committed tortious acts and/or assisted in the

commission of tortious acts in Nez Perce County, Idaho. The Defendants' tortious acts
and/or assistance have inflicted damages upon a resident of Nez Perce County, Idaho.
6.

Damages in this action exceed $10,000.

Jurisdiction and venue are,

therefore, appropriate in Nez Perce County District Court.
7.

Plaintiff Reed J. Taylor's Complaint is not a derivative action. Plaintiff

Reed J. Taylor is the pledgee of all of the shares of AIA Insurance, Inc., the only
shareholder of AlA Insurance, Inc. by way of holding all of its shares as collateral, and
the largest creditor of AlA Services Corporation (Reed J. Taylor is owed over $8,500,000
and AlA Services Corporation is insolvent).

AlA Services Corporation and AlA

Insurance, Inc. 's value and net assets are insufficient to pay the over $8,500,000, plus
interest and attorneys' fees and costs, owed to Reed J. Taylor. Plaintiff Reed 1. Taylor is
entitled to bring certain claims directly against the D'efe'ridants for certain damages .
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In. FACTS
8.

At all material times, Plaintiff Reed J. Taylor was owed over $6,000,000

by ALA Services Corporation through a promissory note dated August 1, 1995. Plaintiff
Reed J. Taylor is presently owed over $8,500,000 by AIA Services Corporation. At all
material times, the Defendants had full knowledge of AIA Services Corporation's debt
and contractual obligations owed to Reed 1. Taylor.
9.

AIA Services Corporation was in default of the $6,000,000 promissory

note when it failed to pay the note when it matured on August 1, 2005.

Although

unnecessary since the $6,000,000 promissory note matured on August 1, 2005, demand
for payment was properly served upon AlA Services Corporation by Plaintiff Reed J.
Taylor on December 12,2006. AIA Services Corporation was insolvent in 2001, and has
continued to be insolvent from said date.
10.

Since t 996, as security for the over $8,500,000 owed by AIA Services

Corporation, Plaintiff Reed 1. Taylor was granted and possessed a security interest in all
of the stock of AlA Insurance, Inc. and all of the commissions and related receivables of
AlA Insurance, Inc. and ALA Services Corporation.

Pursuant to the Amended and

Restated Stock Pledge Agreement dated July 1, 1996, Plaintiff Reed J. Taylor had the
contractual right upon default of AIA Services Corporation to vote the stock of ALA
Insurance, Inc., and take operational control of AlA Insurance, Inc. Plaintiff Reed J.
Taylor's right to vote the stock of AlA InsUrance was also perfected through AlA
Services Corporation's irrevocable power of attorney granted to Reed 1. Taylor that was
coupled with an interest as required by I.C § 30-1-722.
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11.

On February 22, 2007, Reed J. Taylor voted the stock of ALA Insurance,

Inc. and attempted to take control of it pursuant to his contractual rights as provided
under the law, the contract documents, and I.C. § 30-1-722. However, the interested
directors of ALA Insurance, Inc. (including R. John Taylor) by and through the
Defendants intentionally assisted in breaching the terms of the Amended and Restated
Stock Pledge Agreement and refused to acknowledge Plaintiff Reed J. Taylor's valid vote
of the stock of ALA Insurance, Inc. and refused to surrender control as required. The
Defendants further engaged in inappropriate conduct in assisting interested parties
(including R. John Taylor) in obtaining and/or maintaining a restraining order and
preliminary injunction against Plaintiff Reed J. Taylor, when the Defendants knew there
was no legitimate legal basis to do so, that doing so was an intentional violation and
tortious interference with Reed J. Taylor's contractual rights, and that the assets and
funds of ALA Insurance, Inc. were being misappropriated and/or not safeguarded.
12.

Plaintiff Reed J. Taylor has a pending civil action against ALA Services

Corporation, AlA Insurance, Inc., Crop USA Insurance Agency, Inc., R. John Taylor, and
others for claims of fraud, fraudulent conveyance, civil conspiracy, conversion, breaches
of fiduciary duties and other claims under Nez Perce County Case No. CV-07-00208

("Taylor v. AlA Services Corporation, et al. "), and therein Plaintiff Reed 1. Taylor
obtained an order of partial summary judgment for ALA Services Corporation's default of
the $6,000,000 promissory note and corresponding default of the Amended and Restated
Stock Pledge Agreement. By way of this partial summary judgment and/or his prior vote
of the stock, Reed J. Taylor would and should be in actual control of ALA Insurance, Inc.
but for the actions and R. John Taylor, which Defendants, with full knowledge of Reed 1.
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Taylor's rights, facilitated and aided and abetted to the detriment of AlA Services
Corporation, AlA Insurance, Inc. and Reed J. Taylor.
13.

In 2007, Defendants appeared in the civil action, Taylor v. AlA Services

Corporation, et at., and assumed the direct legal representation of three distinct clients,

ALA Services Corporation, a corporation, AlA Insurance, Inc., a corporation, and John
Taylor, an individual, and indirect legal representation of other interested parties
(including Connie Taylor, James Beck and Michael Cashman). At aU material times R.
John Taylor was an interested CEO and director of AlA Services Corporation and AIA
Insurance, Inc. and an interested majority shareholder of AlA Services Corporation. The
civil action clearly alleged acts of fraud, civil conspiracy, conversion, and breaches of
fiduciary duty perpetrated by R. John Taylor and others against AlA Services
Corporation and AlA Insurance, Inc., and such acts having damaged and continuing to
cause damages to the corporations, their shareholders and creditors. In violation of the
Idaho Rules of Professional Conduct and Defendants' duty of care, the Defendants
undertook to represent the three named clients, each having irreconcilable conflicts of
interest with the others.
14.

Plaintiff Reed J. Taylor's attorney, Roderick C. Bond, advised the

Defendants in early 2007, that it was a violation of the Idaho Rules of Professional
Conduct and duty of care to represent ALA Services Corporation, AlA Insurance, Inc.,
and R. John Taylor because of various conflicts of interest. On March 28, 2007, the
Defendants finally recognized the violation and withdrew from representing AlA
Services Corporation and AIA Insurance, [nco Although the Defendants should have
withdrawn from representing R. John Taylor, AIA Services Corporation and AIA
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Insurance, Inc. in Taylor v. ALA Services Corporation, et aI., the Defendants committed a
further violation of the Idaho Rules of Professional Conduct and their duty of care by
terminating the representation of the corporations and continuing to represent R. John
Taylor, which was a breach of their duty of loyalty to the corporations. Defendants'
actions constitute a violation of the "hot potato" doctrine.
15.

The Defendants inappropriately entered into and/or participated in a Joint

Defense Agreement(s) knowing that ALA Services Corporation, ALA Insurance, Inc.,
Crop USA Insurance, Inc., R. John Taylor and other named and unnamed individuals in
Taylor v. AlA Services Corporation, et al. had clear irreconcilable conflicting and

diverging interests in violation of the Rules of Professional Conduct and Defendants'
duty of care, and to the detriment ALA Services Corporation, ALA Insurance, Inc. and
Reed J. Taylor. In Taylor v. AlA Services Corporation, et a!., a Joint Defense Agreement
was not permissible or appropriate because it would perpetuate fraud, conspiracy, aiding
and abetting, and other causes of action, was entered into without obtaining informed
consent from disinterested representatives of the corporations, and the Joint Defense
Agreement was also independently not appropriate or permitted when certain parties to a
joint defense agreement should be asserting claims against other parties to the agreement.
The Joint Defense Agreement(s) in question have assisted in others (including R. John
Taylor and Crop USA Insurance Agency, Inc.) to perpetrate and/or hide acts of fraud,
fraudulent conveyances, civil conspiracy, conversion, breaches of fiduciary duties and
other claims, while also assisting the Defendants in inappropriately obtaining payment of
fees and costs in violation of the Rules of Professional Conduct and their duty of care.
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16.

The Defendants assisted AIA Services Corporation, AIA Insurance, Inc.,

Crop USA Insurance Agency, Inc., R. John Taylor, and others in taking action that was
not in the best interests of the corporations, not authorized by disinterested parties, and/or
done so without requiring AlA Services Corporation, AIA Insurance, Inc. and/or Crop
USA Insurance Agency, Inc. to retain separate independent counsel that were retained by
separate independent uninterested parties.
17.

As attorneys for ALA Services Corporation, an entity, the Defendants

owed duties as provided by the Idaho Rules of Professional Conduct, their duty of care,
and the law to the corporation and its shareholders to preserve and protect the assets and
businesses of the corporation, and since AIA Services Corporation was insolvent, to its
creditors including Reed 1. Taylor. As attorney for AlA Services Corporation, and in
light of the claims made against R. John Taylor and others by the Plaintiff Reed J. Taylor,
the Defendants owed a duty to their entity client not to assume representation of the
interests of R. John Taylor, individually and/or through a Joint Defense Agreement, or
with any other interested parties.
18.

As attorneys for AlA Insurance, Inc., the corporation, the Defendants

owed duties as provided by the Idaho Rules of Professional Conduct, their duty of care,
and the law to the corporation and its shareholders including a creditor pledgee of the
corporation's stock, Plaintiff Reed 1. Taylor, with contractual rights to vote the shares and
assume control and who had exercised his contractual rights and had voted the shares but
whose rights were breached and rejected by interested directors and others who were in
control of the corporation including R. John Taylor. As attorneys for AIA Insurance, Inc.
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and in light of the claims made against R. John Taylor and others by the Plaintiff Reed J.
Taylor, the Defendants owed a duty to their corporate client not to assume representation
of the interests of R. John Taylor, individually andJor through any Joint Defense
Agreement, andJor of other interested parties (including Crop USA Insurance Agency,
Inc.).
19.

As attorneys for R. John Taylor, individually and through any Joint

Defense Agreement, the Defendants owed their duties fIrst and foremost to AlA Services
Corporation and AIA Insurance, Inc. as provided by the Idaho Rules of Professional
Conduct and their duty of care. As attorneys for R. John Taylor by and through taking
directions andJor accepting decisions made by him knowing that he was interested and
should have claims asserted against him, and in light of the claims against R. John Taylor
by the Plaintiff Reed 1. Taylor, the Defendants owed a duty to their corporation clients
not to assume representation of any party other than that of the interests of AlA Services
Corporation and AlA Insurance, Inc.

The Defendants failed to notifY or obtain

appropriate informed consents or approvals from appropriate parties or disinterested
shareholders in violation of the Rules of Professional Conduct, their duty of care, and the
Bylaws and Articles of Formation of the corporations, all to the detriment of Reed 1.
Taylor. The Defendants inappropriately participated in the Joint Defense Agreement.
20.

As former attorneys' for AlA Services Corporation andJor AlA Insurance,

Inc., the Defendants owed duties of loyalty to the corporations and could not represent R.
John Taylor in Taylor v. AlA Services Corporation, et at., represent the interests of other
interested parties because the Defendants' loyalty belongs also with ALA Services
Corporation andJor AlA Insurance, Inc. Furthermore, the Defendants could in no way
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represent the interests of Crop USA Insurance Agency, Inc. or participate in any joint
defense of Crop USA Insurance Agency, Inc. or other interested parties (such as R. John
Taylor, Connie Taylor, James Beck, and/or Michael Cashman) as ALA Services
Corporation and/or ALA Insurance, Inc. should have been asserting claims against Crop
USA Insurance Agency, Inc., each other, and other interested parties.
21.

Defendants represented, and continues to represent, R. John Taylor

(individually and through any Joint Defense Agreement) and with full knowledge that R.
John Taylor is an interested party and director of ALA Services Corporation and AlA
Insurance, Inc. and is personally inappropriately conducting and controlling the course of
litigation involving the Defendants' former clients, AIA Services Corporation and AlA
Insurance, Inc., to the detriment of Defendants' former clients, AlA Services Corporation
and ALA Insurance, Inc.
22.

During the course of the civil action after March 28,2007, the Defendants

have coordinated and participated with Quarles & Brady LLP, the law firm that has
represented ALA Services and ALA Services Corporation before and throughout litigation,
and Hawley Troxell, the law firm that assumed the representation of AIA Service
Corporation and ALA Insurance, Inc. from the Defendants (and later the inappropriate
representation of Crop USA Insurance Agency, Inc.). During the course of the civil
action after March 28, 2007, R. John Taylor and others have further engaged in
inappropriate and/or wrongful transactions involving themselves, ALA Services
Corporation, ALA Insurance, Inc., and Crop USA Insurance Agency, Inc., which
transactions have occurred with Defendants knowledge and/or assistance, and to the
detriment of AIA Services Corporation, ALA Ins'urance, Inc., and Plaintiff Reed J. Taylor
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as creditor and stock pledgee.
23.

Defendants are liable to Reed J. Taylor for an amount to be proven at trial

because the Defendants have provided substantial assistance and/or aided and abetted R.
John Taylor, ALA Services Corporation, AlA Insurance, Inc., Crop USA Insurance
Agency, Inc., and other interested parties in acts of fraud, fraudulent conveyances,
conversion, civil conspiracy, and breaches of fiduciary duties.

The acts of fraud,

fraudulent conveyances, conversion, civil conspiracy, and breaches of fiduciary duties
include, but are not limited to: 1) While purporting to represent AlA Insurance, Inc. and
ALA Services Corporation, the Defendants assisted and/or aided and abetted R. John
Taylor in the tortious interference with the assertion of Plaintiff Reed J. Taylor's
contractual rights to control and operate AlA Insurance, Inc., which has proximately
caused damages to Reed J. Taylor;

2) While purporting to represent AlA Services

Corporation and AlA Insurance, Inc., the Defendants inappropriately assisted and/or
aided and abetted R. John Taylor and other interested parties to engage in tortious
transactions involving R. John Taylor, AlA Services Corporation, AlA Insurance, Inc.,
and/or Crop USA Insurance Agency, Inc., which such transactions have been to the
detriment of AlA Services Corporation, AlA Insurance, Inc., and Reed J. Taylor, and
proximately caused damages to Reed 1. Taylor as creditor and stock pledgee; and 3)
While representing R. John Taylor, individually and through a Joint Defense Agreement,
the Defendants have had

fun

knowledge that their client is an interested party and

director of AlA Services Corporation, AlA Insurance, Inc., and Crop USA Insurance
Agency, Inc., and is personally conducting and controlling the course of litigation
involving the Defendants' former clients, AlA Services Corporation and ALA Insurance,
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Inc., and Defendants have assisted and/or aided and abetted R. John Taylor and others
(including, Crop USA Insurance Agency, Inc.) and has coordinated and participated with
the Hawley Troxell and Quarles & Brady in R. John Taylor's engaging in tortious
transactions involving himself, AlA Services Corporation, AlA Insurance, Inc., and Crop
USA Insurance Agency, Inc., which transactions have been to the detriment of AlA
Services Corporation and AlA Insurance, Inc. and proximately caused damages to Reed
J. Taylor as a creditor and stock pledgee.
24.

In connection with the Defendants' inappropriate representation and/or

joint defense of R. John Taylor, ALA Services Corporation, AlA Insurance, Inc., Crop
USA Insurance Agency, Inc., and other interested parties, the Defendants accepted
payments of attorneys fees and costs believed to exceed $100,000 in violation of the
Idaho Rules of Professional Conduct, their duty of care, and as participating and/or
assisting in inappropriate corporate acts and the aiding and abetting of others.
25.

Over the course of the litigation in Reed J Taylor v. AlA Services

Corporation, et al., Reed J. Taylor's attorney in that action, Roderick C. Bond of Smith,
Cannon & Bond PLLC, advised the Defendants on numerous occasions that their conduct
violated Idaho Rules of Professional Conduct and their duty of care, was inappropriate,
and constituted the aiding and abetting of other interested and uninterested parties
(including R. John Taylor and Crop USA Insurance Agency, Inc.), among other potential
legal claims against them. In early 2007, Mr. Bond advised the Defendants that their
inappropriate actions would result in claims being filed against them by Reed 1. Taylor.
Mr. Bond reiterated these warnings orally and in writing on numerous occasions. Despite
Mr. Bond's warnings, the Defendants conduct persisted thereby further damaging Reed J.
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Taylor. The Defendants disregard of Mr. Bond's warnings can only be construed as
intentional improper acts to assist R. John Taylor and other interested parties to the
detriment of Plaintiff Reed J. Taylor and others.
26.

The Defendants wrongfully assisted R. John Taylor and other interested

parties in operating Crop USA Insurance Agency, Inc. with the funds, assets, employees,
trade secrets and other things of value inappropriately obtained from AlA Services
Corporation and/or AlA Insurance, Inc., and by assisting R. John Taylor and other
interested parties (including Crop USA Insurance Agency, Inc.) in preventing claims
from being asserted and prosecuted against them. The Defendants wrongfully assisted
and/or failed to prevent interested parties (including R. John Taylor) in transferring the
long-term employees of AlA Insurance, Inc. to Crop USA Insurance Agency, Inc., while
at the same time representing to the Court in Taylor v. AlA Services Corporation that the
corporations were being operated properly and/or failing to advise the Court of the
inappropriate acts and transactions. All the while the Defendants were aware of and/or
assisted in the inappropriate payment of salaries, benefits, compensation, and director
fees of $20,000 per year when AlA Services Corporation was insolvent.
27.

Despite Reed J. Taylor's demands (made personally and through his

attorney Roderick C. Bond) that the Defendants take action to protect the assets and
funds of AlA Services Corporation and AlA Insurance, Inc. and recover funds and assets
from R. John Taylor, Crop USA Insurance Agency, Inc. and other interested and
uninterested parties for the benefit of the corporations and Reed J. Taylor, the Defendants
refused to act in accordance with the Rules of Profession Conduct, their duty of care, and
the law. Despite Reed J. Taylor's demands (made through his attorney Roderick C.
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Bond) that interests of the minority disinterested shareholders be considered and/or
protected because of the wrongful acts of R. John Taylor and other interested parties, the
Defendants refused to act and failed to fully and properly disclose all pertinent facts to
the disinterested shareholders and request their votes.
28.

In various motions, responses and affidavits submitted to the court in

Taylor v. AlA Services Corporation, et aI., the Defendants made arguments that did not
benefit AlA Services Corporation, AIA Insurance, Inc., or Reed J.

Taylor,

inappropriately made other arguments preventing valid claims from being asserted
against R. John Taylor, James Beck, Connie Taylor, Michael Cashman, and other
interested and uninterested parties, and failed to take action against responsible parties
(including R. John Taylor, Crop USA Insurance Agency, Inc., Connie Taylor, James
Beck, Michael Cashman, Lancelot Investors Fund, and others).

In the instance of

Michael Cashman, the Defendants successfully argued to the Court in Taylor v. AlA
Services Corporation, et at. that Mr. Cashman should not be named as an individual
when the Defendants should have been taking action against Mr. Cashman and others.
29.

Despite Reed 1. Taylor's demands (made through his attorney Roderick C.

Bond) that disinterested directors and/or parties must direct the litigation on behalf of the
corporations, the Defendants refused and permitted and/or assisted R. John Taylor and
other interested parties to direct the litigation to the detriment of the corporations and
Reed J. Taylor. Despite Reed J. Taylor's demands (made through his attorney Roderick
C. Bond) that action be taken to terminate AlA Insurance, Inc.'s improper guarantee of a
$15,000,000 line-of-credit for Crop USA Insurance Agency, Inc., the Defendants refused
to act, failed to inform or fully disclose to disinterested parties or shareholders the
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existence of such inappropriate loan guarantees.
30.

The Defendants' conduct has violated Idaho Rules of Professional

Conduct and their duty of care, which require the Defendants to disgorge all attorneys'
fees and costs paid to them in Taylor v. AlA Services Corporation, et al. and other related
and unrelated legal representations. Despite Reed J. Taylor's demands (made through his
attorney Roderick C. Bond) to comply with the Rules of Professional Conduct and their
duty of care, the Defendants refused to do so.
31.

Through the acts of the Defendants, the value of ALA Insurance, Inc. and

the assets of ALA Services Corporation and/or AlA Insurance, Inc. have plummeted in
value, the corporations' value and assets have been impaired, and/or the assets and funds
have been transferred to Crop USA Insurance Agency, Inc. Through the acts of the
Defendants, ownership of Crop USA Insurance Agency, Inc. has remained vested in
interested parties (including R. John Taylor), while the major creditor Reed J. Taylor and
minority shareholders have been left with nothing. Despite Reed J. Taylor's demands
(through his attorney Roderick C. Bond) that action should also be taken for the interests
of the innocent minority shareholders and creditors, the Defendants have refused to take
action and inappropriately assisted the interested parties (including R. John Taylor,
Connie Taylor, James Beck and Michael Cashman).
32.

Despite the Defendants having made several legal arguments that lacked

merit, lacked good faith and/or were not grounded in facts, the Defendants provided a
settlement offer to Reed J. Taylor in Taylor v. AlA Services Corporation, et at., which
included a provision that he release all claims against the Defendants as a condition of the
settlement. The inclusion of such a provision was a violation of the Rules of Professional
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Conduct and Defendants' duty of care.

The Defendants also refused to make any

provisions for disinterested minority shareholders of ALA Services Corporation as
requested by Reed J. Taylor.
33.

The Defendants have assisted in the inappropriate acts of R. John Taylor

and other interested parties in stopping all payments to Reed J. Taylor and Donna J.
Taylor, Reed 1. Taylor's former wife and the holder of all outstanding Preferred A Shares
of ALA Services Corporation. Like Reed 1. Taylor, Donna 1. Taylor is required to be a
member of the board of directors of AlA Services Corporation. Like Reed J. Taylor, the
Defendants have assisted R. John Taylor and other interested parties in preventing Reed
J. Taylor and Donna 1. Taylor from being members of the board of directors of ALA
Services Corporation, which has further far reaching ramifications and results in
additional damages against the Defendants.
34.

With full knowledge of AIA Services Corporation's obligations to ensure

that Reed J. Taylor and Donna J. Taylor are members of its board until they were paid in
full, the Defendants proceeded to attend and participate in inappropriate board meetings
and take inappropriate action based upon board meetings held by interested directors
without Reed J. Taylor or Donna J. Taylor being present, which results in all such
meetings and decisions being null and void, and the Defendants being liable for the
associated damages.
35.

The Defendants assisted and/or failed to

prevent and/or notify

disinterested parties that ALA Services Corporation had inappropriately pledged its sole
remaining other significant asset, the $1,200,000 mortgage, to Crop USA Insurance
Agency, Inc. to facilitate the payment of the Defendants' services in violation of the
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Rules of Professional Conduct and the law.
36.

The Defendants omitted and/or misrepresented material facts to the Court

in Taylor v. AIA Services Corporation, et at. to the detriment of Reed J. Taylor. In
several instances, the Defendants persuaded the Court to take action that was not in the
best interests of the corporations or Reed J. Taylor, to the detriment of the corporations
and Reed J. Taylor (including consenting to the issuance of only a $200,000 bond when
the Defendants knew that the corporations were not being operated properly or their
assets safeguarded).
37.

The Defendants have inappropriately assisted R. John Taylor and other

interested parties in misallocating and not allocating expenses and/or services provided
and borne by AlA Insurance, Inc. and/or AlA Services' Corporation for the benefit of
Crop USA Insurance Agency, Inc., R. John Taylor and other interested parties.
38.

The Defendants had full knowledge of R. John Taylor's Executive

OftIcer's Agreement.

Even though R. John Taylor has breached the terms of his

employment contract with AlA Services Corporation by competing against AlA Services
Corporation through Crop USA Insurance Agency, Inc. (and violating the corporate
opportunity doctrine), by soliciting employees of ALA Insurance, Inc., and other
inappropriate actions, the Defendants intentionally refused to act in the best interests of
AlA Services Corporation, AlA Insurance, Inc., their shareholders, and/or Reed J. Taylor.
39.

The Defendants assisted in inappropriately transferring and retaining

funds, assets and property to Crop USA Insurance Agency, Inc. to defraud AlA Services
Corporation's creditor Reed J. Taylor (including, without limitation, over $95,000 owed
by Pacific Empire Radio Corporation to ALA Insurance, Inc., assistance in transferring

L,\!l5Iill>YWrm _~~DERICK C. BOND
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shares of the Pacific Empire Radio Corporation to R. John Taylor, and failing to collect
the over $300,000 owed by R. John Taylor) by not reporting such acts to disinterested
parties or other appropriate parties. as required by the Rules of Professional Conduct.
40.

In April 2007, the Defendants permitted andior assisted interested parties

in holding a joint board meeting of ALA Services Corporation and ALA Insurance, Inc.
with full knowledge that Reed J. Taylor and Donna J. Taylor were being intentionally
denied their right to be on the board of ALA Services Corporation and participating in
such meetings (Donna Taylor has subordinated her right to payment in favor of Reed J.
Taylor). At the meeting held in April 2007, the Defendants permitted andior assisted R.
John Taylor to appoint Connie Taylor and James Beck to the boards of ALA Services
Corporation and ALA Insurance, Inc. knowing that they were interested parties who AlA
Services Corporation andior ALA Insurance, Inc. should be pursuing claims against, that
they inappropriately held shares in Crop USA Insurance Agency, Inc., that they were
inappropriately being paid $20,000 per year to attend the board meeting of an insolvent
corporation, and that they did not meet the required standards necessary to be members of
such boards as set forth under the corporations' bylaws. The Defendants inappropriately
permitted andior assisted two interested parties, Connie Taylor and James Beck, to
approve andior consent to a Joint Retainer and Joint Defense Agreement with Hawley
Troxell and others, which also facilitated the inappropriate joint legal representations of
interested parties with conflicting irreconcilable interests and the payment of attorneys'
fees and costs to various attorneys in violation of the Rules of Professional Conduct and
their duty of care.
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4l.

Despite demands to the contrary, the Defendants continued to take

instructions and/or directives from the unauthorized boards (or R. John Taylor) of AlA
Services Corporation and/or AlA Insurance, Inc. la;lowing that the boards are not properly
seated and are comprised of interested parties (including R. John Taylor) with significant
claims that should be asserted against them in violation of the Rules of Professional
Conduct and the law.
IV. FIRST CAUSES OF ACTIONS
42.

The Defendants have damaged Reed J. Taylor by aiding and abetting

and/or assisting others (including R. John Taylor and Crop USA Insurance Agency, Inc.)
in the commission of tortious acts.
43.

The Defendants committed tortious acts in concert with others (including

R. John Taylor and Crop USA Insurance Agency, Inc.) and/or pursuant to a common

design or civil conspiracy with others (including R: John Taylor and Crop USA Insurance
Agency, Inc.). The Defendants' conduct also constitutes the assistance of interested
parties (including R. John Taylor) with the tortious interference of AlA Services
Corporation and Reed J. Taylor's contractual rights, which such contractual rights the
Defendants had intimate knowledge.
44.

The Defendants knew that the conduct of others (including R. John Taylor

and Crop USA Insurance Agency, Inc.) constituted breach of duties and gave substantial
assistance and/or encouragement to others (including R. John Taylor and Crop USA
Insurance Agency, Inc.) in breaching said duties.
45.

The Defendants gave substantial assistance to others (including R. John

Taylor and Crop USA Insurance Agency, Inc.) in committing and/or accomplishing

~YA.1jM .l1~DERICK C. BOND
IN SUPPORT OF DISQUALIFICATION

32q{

tortious conduct and/or acts, and the Defendants' conduct, separately considered,
constitutes the breaches of duties owed to the corporations and/or Reed 1. Taylor.
46.

The Defendants conduct constitutes aiding and abetting of others

(including R. John Taylor and Crop USA Insurance Agency, Inc.) and/or constitutes the
conduct of a contributing tortfeasors, and such conduct has damaged Plaintiff Reed J.
Taylor in an amount to be proven at trial or on summary judgment.
V. SECOND CAUSES OF ACTIONS
47.

Reed J. Taylor holds and has held a valid and perfected security interest in

all of the commissions and related receivables of ALA Services Corporation and ALA
Insurance, Inc.
48.

All of the shares of ALA Insurance, Inc. were pledged to Reed J. Taylor as

collateral for the over $8,500,000 owed to him by ALA Services Corporation. By way of
this pledge and his prior vote of the stock in February 2007, Reed 1. Taylor is entitled to
possession and control of all of the assets of ALA Insurance, Inc.
49.

The Defendants were fully aware of Reed 1. Taylor's rights to property in

which he held a security interest and was pledged to him as collateral.
50.

The Defendants have received substantial payments believed to exceed

$100,000 for the payment of attorneys' fees and costs, which were payments the
Defendants had no lawful right to possess or retain and were received in violation of the
Rules of Professional Conduct.
52.

The Defendants also knew that the disinterested minority shareholders of

ALA Services Corporation (innocent shareholders) were never advised of the significant
claims against the interested parties (including R. John Taylor and Crop USA Insurance
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Agency, Inc.) and the significant misappropriation

~of

the corporations' assets, but

provided legal services on behalf of the interested parties and accepted payment from
AIA Services Corporation and AIA Insurance, Inc. In connection with the payment of
attorneys' fees and costs to other named parties in Taylor v. AlA Services Corporation, et

al.,. the Defendants failed to obtain the necessary approvals from Reed 1. Taylor or other
disinterested parties to the detriment of the corporations and Reed J. Taylor.
53.

The Defendants' conduct constitutes the willful interference with property

and money belonging to ALA Services Corporation, ALA Insurance, Inc. and/or Reed J.
Taylor and/or which such property and money should be under the possession and/or
control of Reed 1. Taylor, as the person entitled to such money and property as a creditor
and pledgee. The Defendants deprived Reed 1. Taylor possession of such property and
money. Despite Reed J. Taylor's demands, the Defendants have refused to return such
property and money.
54.

The Defendants' conduct constitutes conversion and such conduct has

damaged Reed J. Taylor in an amount to proven at trial or on summary judgment.

VI. THIRD CAUSES OF ACTIONS
55.

The Defendants' conduct has been unconscionable. The have engaged in

acts, conduct, and representations' that were false, misleading, deceptive and/or a
violation of I.C. § 48-601, et seq. The Defendants' acts, omission, representations and
conduct constitute unfair and/or deceptive acts and/or practices in trade pertaining to the
practice oflaw pursuant to I.C. § 48-601, et seq.
56.

The Defendants' actions have resulted in the loss of over 25% of Reed J.

Taylor's retirement funds and/or such other harm as set forth under I.C. § 48-608(2)(a).
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As such, Plaintiff Reed 1. Taylor is entitled damages, which such amount is also subject
to treble damages pursuant to I.C. § 48-608.
VII. FOURTH CAUSES OF ACTIONS
57.

AIA Services Corporation is a trustee of Reed 1. Taylor in light of its

insolvency and the fact that it owes Reed 1. Taylor over $8,500,000. At the very least,
ALA Insurance, Inc. is a trustee of Reed 1. Taylor because all of its shares are pledged to
Reed 1. Taylor and he voted the shares in February 2007 naming himself the sole director
and officer of ALA Insurance, Inc.
58.

The Defendants' clients were trustees and/or fiduciaries performing

similar functions for a non-client, Reed J. Taylor.

The Defendants knew that their

appropriate actions were necessary with respect to the representation of ALA Services
Corporation and/or ALA Insurance, Inc. to take action to prevent and/or rectify the
breaches of fiduciary duties owed by ALA Services Corporation and/or AIA Insurance,
Inc. to Reed 1. Taylor when such breaches were crimes and/or fraud and/or the
Defendants assisted and/or are assisting in the breaches. Reed 1. Taylor was not able to
protect his rights because of the Defendants' actions and the Defendants' obligations to
ALA Services Corporation and/or ALA Insurance, Inc. would not be significantly
impaired because the best interests of all the foregoing is to collect sums owed by others
and recover damages for the improper tortious conduct of others (including R. John
Taylor and Crop USA Insurance Agency, Inc.).
59.

The Defendants owed ALA Services Corporation, ALA Insurance, Inc.

and/or Reed J. Taylor a duty of care to provide, including but not limited to, reasonable,
prudent, ethical, unconflicted, loyal and professional legal advice and legal representation
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keeping with the standard of care in the legal profession and as owed to the

corporations (referred to herein and above as "duty of care"). The Defendants breached
their duty of care as a result of their acts and/or omissions thereby damaging the
corporations and Reed J. Taylor, to the detriment of Reed J. Taylor.
60.

The Defendants breached their fiduciary duties owed to AlA Services

Corporation, AlA Insurance, Inc., and/or Plaintiff Reed J. Taylor, including, without
limitation, the duties of care and loyalty.
61.

The Defendants' acts constitute professional negligence and/or breach of

the Defendants' fiduciary duties, and such conduct has damaged Reed J. Taylor in an
amount to be proven at trial or on summary judgment.

VIII. DEMAND FOR JURY TRIAL
1.

Plaintiff Reed J. Taylor demands a trial by jury of not less than twelve

(12) on all claims and damages so triable.

IX. PRAYER FOR RELIEF
WHEREFORE, Plaintiff Reed J. Taylor prays for the following relief:
1.

For a judgment against Defendants, jointly and severally, for $6,000,000

in damages ($2,000,000 in actual damages and $4,000,000 in treble damages), the exact
amount of which will be proven at trial and/or on summary judgment, plus an award of
pre-judgment and post-judgment interest;
2.

For a judgment against the Defendants, jointly and severally, for treble

damages of $4,000,000, the exact amount to be proven at trial pursuant to I.e. § 48608(2);
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3.

For a judgment requiring the disgorgement of the payments of all

attorneys' fees and costs paid to the Defendants by AlA Services Corporation and/or AlA
Insurance, Inc.;
4.

For judgment against the Defendants, jointly and severally, for additional

damages as provided under LC. § 48-608;
5.

For such other relief as may be available to Reed J. Taylor pursuant to I.C.

§ 48-601, et seq. or the law, including, without limitation, obtaining a preliminary

injunction to restrain the Defendants from undertaking further representation;

6.

For an award of Plaintiff Reed J. Taylor's attorneys fees and costs

incurred in this action pursuant to Idaho Law, including, without limitation, LC. § 48608, I.C. § 12-120 and/or I.e. § 12-121; and

7.

For such other relief as the Court deems just and equitable.

DATED this

/~ay of August, 2008.
CAMPBELL, BISSELL &ilK[~~Y PLLC

/~/U

#

By:/ffdQ

Michael S. Bissell
Attorneys for Plaintiff Reed J. Taylor
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Business Statement
Account Number:
1 53559945198

P.O. Box 1 BOO

Statement Period:
Jut 1 ,2008
through
Jul. 31, 2008

Saint Paul, Minnesota 55101.QBDO
03510TRN
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AlA SERVICES CORP
JOLEE DUCLOS
PO BOX 538
LEWISTON 10 83501-0538

To Contact U.S. Bank
24-Hour Business
Solutions:

1-800-673-3555

Telecommunications Device
for the Deaf:
1-800-685-5065
Internet:

FBEE·'SMAtl<BUSINESS CHECKlNG:,:.-' :<:-," .: : >',:! :.'

Ac'count Number 1-535-5994-5198
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:
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usbank.com

','

":.

:."

•.

I

us. Bank National Associafion

Account Summary
# Items
Beginning Balance on Jul. 1
Customer Deposits

i

52,500.00 i
25,000.00
____
_ _ _ 1i

$

2

Ending Balance on Jul. 31,2008

$

!

77,500.00

I

Customer Deposits
Number

Date

Jul.

3

Ref Number
3531340506

Amount
12,500.00

IIi

Date

Number

Jul.

15

Ref Number
3736966942

Amount
12,500.00

1

Total Customer Deposits

$

25,000.00

Account Number: 1-535-5994-5198

$

0.00

Analysis Service Charge assessed to 1-535-5994-5198

$

0.00

i

Balance Summary
Date
Jul.

Ending Balance
3

65,000.00

Date
Jul. 15

Endina Balance
n,500.00

Balances only appear for days reffecting change.

ANAt.Y.5(S,:SERVICE .CHA.RGE·o.ETAll(~ :.::.
Account Analysis Activity for: June 2008

Service Activity Detail for Account Number 1-535-5994-519~
Service

Avg Unit Price

Jp/ume

Depository Services
Combined Transactions/f1ems

Total Charge

II

4

No Charge

Subtotal: Depository Services

0.00

Fee Based Service Charges for Account Number 1-535-5994-5198
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Minutes of a Special
Joint Meeting of the Boards of Directors of
AlA Insurance, Inc. and AIA Services Corporation
August 7, 2008
One Lewis Clark Plaza, Lewiston, Idaho
The special meeting of the directors of AlA Services Corporation and AlA Insurance,
Inc. was called to order at 9:00 a.m. On the call were three of Directors -- John Taylor, COlmic
Taylor and Jim Beck -- as well as IoLee Duclos, the corporate secretary of the two corporations.
John Taylor removed himself from the call. The directors considered a letter fi-om John
Taylor requesting that AlA Services Corporation advance funds for and reimburse reasonable
expenses incurred by Mr. Taylor with respect to claims brought against him in his capacity as a
director of the corporation by Donna J. Taylor, the sole holder of the Corporation's issued and
outstanding shares of Series A Preferred Stock. As required by the AlA Services Corporation
bylaws, Mr. Taylor's request included an affirmation that he has met the relevant standard of
conduct under the Idaho Business Corporation Act and an unde11aking to repay any funds
advanced if he is not entitled to mandatory indemnification and it is ultimately determined that
he is has not met the relevant standard of conduct under the Idaho Business Corporation Act. The
directors understand that the Corporation is obligated under the bylaws to advance litigation
expenses under these circumstances. Accordingly, Jim Beck moved and Connie Taylor
seconded a motion to approve the advance or reimbursement of Mr. Taylor's litigation expenses
incurred in the defense of the claims brought by Donna Taylor. Iohn Taylor abstained from the
vote; and the motion passed.
John Taylor then rejoined the conference call. He submitted his written resignation as a
trustee of the AlA Services Corporation 401(k) Profit Sharing Plan and from the Employee Stock
Option Plan. The Board Members were advised that Randall & Hurley, as well as the Plan
documents, indicated that only one Trustee is required. Connie Taylor moved that AlA Services
Corporation, as Plan sponsor and administrator, waive the Plans' 30-day notice requirement and
accept John Taylor's resignation, and authorize JoLee Duclos to continue to serve as the sole
trustee of the two Plans. Jim Beck seconded the motion. John Taylor abstained from the vote;
and the motion passed.
As a guarantor of the Surge Capital loan to CropUSA, ALA Insurance, Inc. has been
requested to sign an Acknowledgement, Consent and Release relative to the lender's transfer of
the loan to Hudson Insurance Company. The directors reviewed the Assignment, Consent and
Release. Under the terms of that document, AIA Insurance, Inc. acknowledges the curren! unpaid
balance of principal, accrued interest and fees to be assumed by Hudson Insurance Company and
agrees to release and discharge the current lenders, AGM and Lancelot Investors Fund, from all
claims against them. Jim Beck asked if the release would affect the Certificates of Deposit
pledged by individual CropUSA shareholders as security for the loan and was advised by John
Taylor that the CDs have already been applied to the balance owed to Surge. Jim Beck moved to
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authorize and direct the officers of AlA Insurance to execute and deliver the Acknowledgement,
Consent & Release on behalf of the Corporation. Connie Taylor seconded; and the motion
passed unanimously.
The AlA Insurance Board was advised that the claims of the growers association Trusts
in the ULIC liquidation are close to resolution. ALA Insurance expects to receive approximately
$800,000 (less a $75,000 escrowed holdback) in that settlement. To facilitate the Settlement
Agreement, ALA Insurance has agreed to indemnify the National Organization of Life & Health
Guaranty Associations and the participating state guarantee associations up to the amount of the
$800,000. The Board reviewed an email from Reed Taylor's attorney, Roderick Bond, that sets
forth his demand that the funds be protected for Reed's benefit pending resolution of Reed's suit
against ALA Services Corporation et at Connie Taylor recalled that the Court in Reed Taylor V.l',
AlA Services Corporation, et at., Case No. CV07-00208, had already ordered that funds of ALA
Insurance could be expended for operating expenses and legal fees during the pendency of this
action. The Board directed that the officers confirm that determination. If the Court has so
ordered, the $800,000 will be used for operating expenses and legal fees. If not, this matter will
be revisited.
The directors have reviewed the following materials provided in advance of the meeting:
(1) A letter addressed to the Boards of Directors of ALA Services Corporation and AlA
Insurance, Inc. dated July 21, 2008 from attorney Michael S. Bissell demanding, on behalf of
Donna Taylor and Reed Taylor, that the two corporations take action against the law firms of
Hawley Troxell Ennis & Hawley; Clements, Brown & McNichoLs; Quarles & Brady; the
responsible attorneys for said firms; and any other firms which have wrongfully represented the
entities, for malpractice, breach of fiduciary duties, violation of the Idaho Rules of Professional
Conduct, and aiding and abetting other defendants in allegedly wrongful conduct. This letter
purports to be delivered pursuant to Idaho Code section 30-1-742, which relates to the demand
precedent to initiation of a shareholder derivative action. (2) Letters from the corporations'
defense counsel dated July 22, 2008 and July 3 I, 2008. (3) The Court Order filed July 28, 2008
in the pending lawsuit by Reed Taylor.
The Board recognized that a demand made under Idaho Code Section 30- J -742 is a
precondition to filing a shareholder derivative action. The demand can be rejected and the
derivative action will be dismissed if it is determined, by independent directors or by a panel of
independent perso,ns appointed by the court, after conducting a good faith inquiry, that
maintenance of the derivative proceeding is not in the best interest of the corporations. The
directors understand that, the claims being directed at the corporations' defense counsel, 'such
counsel could not provide substantive advice concerning appropriate responses to the demand
letter.
Accordingly, proceeding without the benefit of advice of legal counsel, the Board
discussed several possible responses to the demand, to include:
1.
Terminating the representation by current defense counsel in Reed Taylor vs. AlA
Services Corporation, et al., Case No. CV07-00208 and retaining new counsel. The directors
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considered the lack of readily available attorneys competent to address the complicated issues
raised by this case on a timely basis and the prohibitive cost of bringing new lawyers up to speed
on this litigation which has already proceeded for over a year and a half. The directors believe
the corporations' interests are being well-represented by the current defense counsel.
Accordingly, this alternative was rejected by the Board.
2.
Conceding default on the redemption note payable to Reed Taylor, transferring
the AlA Insurance stock to Reed, and putting AlA Services into bankruptcy, leaving Reed and
the bankruptcy trustee to pursue remaining claims against the various defendants. The Board has
previously considered and rejected the bankruptcy alternative, believing the long-term value of
the corporations would be lost, to the detriment of AlA Services Corporation's shareholders, in a
bankruptcy proceeding.
3.
Petitioning the court to appoint disinterested persons to undertake a good faith
inquiry into the alleged malfeasance by defense counsel as contemplated by Idaho Code Section
30-1-744. The Board is aware that the recent Court order in Reed Taylor vs. AlA Services
Corporation, et al., Case No. CV07-00208, requires the corporations' defense counsel to notify
the Court within twenty days whether the corporations will initiate the independent inquiry into
the claims as contemplated by Idaho Code Section 30-1-744. The Board discussed the benefits
to the corporations of initiating the statutory inquiry, thereby addressing Reed Taylor's
objections to the attorneys retained to represent the corporations and other defendants.
The Board recognized that, because Reed Taylor has sued all current and former
directors of the two corporations, there are no disinterested directors on the Boards who could
undertake the statutory inquiry pursuant to Idaho Code Section 30-1-744. Further, the Board
determined that, especialJy in the absence of directors and officers insurance, there is no way to
expand the Board and bring on new disinterested directors to undertake a good faith inquiry into
the alleged malfeasance because, based on prior experience, Reed Taylor is likely to sue any new
directors immediately after they are appointed. The directors also concluded that any person
suggested by the current directors to undertake such an inquiry would likely be rejected by Reed
Taylor. Accordingly, the Board concluded that the corporations should request Judge Brudie to
select an appropriate independent person or persons to conduct the inquiry. John Taylor stated
his belief that Judge Brudie likely would appoint a retired judge for this purpose.
Jim Beck made the following motion: Pending the results of the independent inquiry, the
corporations' current defense counsel should continue to defend the corporations in Reed Taylor
vs. AlA Services Corporation, et al., Case No. CV07-00208; and the Board requests that all other
defense counsel named in the demand letter continue their representation of the other defendants.
Hawley Troxell is directed to petition the Court to appoint an independent and disinterested
person or persons to undertake a good faith ipquiry into the al1eged malfeasance by defense
counsel in accordance with Idaho Code Section 30-1-744. Hawley Troxell is also directed to
withdraw the pending motion for a 90-day stay of the proceedings in Reed Taylor vs. AlA
Services Corporation, et al., Case No. CV07-00208. However, jf withdrawal of the motion for
the 90-day stay of proceedings would cause Hawley Troxell to be unable to effectively represent
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the corporations, then in that event the motion for the 90-day stay shall not be withdrawn.

Connie Taylor seconded the motion; and it passed unanimously.
There being no further business, the meeting was adjourned.

S,ecretary -

JoLee K. Duclos
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IN THE DISTRICT COURT OF THE SECOND
JUDICIAL DISTRICT OF THE STATE OF IDAHO,
IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR,a single
person,

)
)
)
)

Plaintiff,

)
)

vs

Case No. CV-07-00208
VOLUME I

)
)

AlA SERVICES CORPORATION, an
)
Idaho corporation; AlA
)
)
INSURANCE, INC., an Idaho
corporation; R. JOHN TAYLOR
)
and CONNIE TAYLOR,
)
individually and the community)
property comprised thereof;
)
BRYAN FREEMAN, a single
)
person; and JOLEE DUCLOS, a
)
single person;
)
)
)

Defendants.

)

----------------------------------))

Taken at 508 Eighth Street
Lewiston, Idaho
Wednesday, August 29, 2007 - 9:03 a.m.
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1

A.

Then I don't know.

2

Q.

Okay.

A.

The legal fees that are paid by the corporation

What is the basis for the pledge to Crop

3 USA?

4

5 to defend this suit are, are -- if they are advanced by

6 Crop USA would have a security interest to the extent of
7 that advance.

8Q.

And has it been typical for AlA and Crop USA to

9 offer one another security interest for loans?
10

A.

I don't know what you're asking.

11

Q.

Have

12

A.

Yes.

13

Q.

Has Crop USA ever provided a security interest

has AlA ever loaned money to Crop USA?

14 to AlA?
15

A.

I don't think so.

16

Q.

Please, yes or no?

17

A.

I don't know.

18

Q.

How would you know?

19

A.

I would have to research all the records.

20

Q.

Who would know?

21

A.

I don't know.

22

Q.

What's your position presently at AlA Services?

23

A.

President.

24

Q.

Are -- what's your position on the board?

25
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1 of the question.

MR. BOND:

2
3

Q.

I'm not sure which action.
Let me rephrase that question.

(BY MR. BOND)

Is it true that AlA Insurance

4 paid the attorneys' fees that funded the legal action
5 that resulted in AlA Services obtaining the Washington

6 Bank Property's mortgage?
7

A.

I,

8

Q.

So why would AlA Insurance not receive an

I believe it did.

Either part or all.

9 interest in the mortgage?
10

A.

As part of the settlement agreement, AlA

11 Services received the mortgage.

12

Q.

And who, who determined who received the

13 mortgage?
14

A.

Because AlA Services received the mortgage,

in

15 19 -- in -- as part of the settlement agreement.

16

Q.

So, were those terms negotiated by you?

17

A.

No.

18

Q.

Who negotiated those terms?

19

A.

Those terms were a result of the transactions

20 of the various interests on the financial statements of
21 the company at the time of settlement.
22

Q.

Who negotiated the settlement agreement between

23 AlA Insurance, AlA Services and the state?
24

25

A.

I did.

AFFIDVIFt9F R~R-id;K:iPBONlJl-t determined that the
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1

Q.

And, those attorney fees and costs were paid by

2 AlA Insurance, is that correct?
3

A.

Either by AlA or AlA Services.

4

Q.

If they were paid by AlA Services, that money

5 would have been derived from AlA Insurance; is that
6 correct?
7

A.

Mayor may not have been, yes.

8

Q.

Where else would they have come from?

9

A.

Other capital transactions we talked about

10 earlier.
11

Q.

And what other capital transactions occurred

12 since 1998 that could have resulted in funds to fund
13 that litigation?
14

A.

Those are indicated on the balance sheet of the

15 financial statements of the company.
16

Q.

And no other sources other than those indicated

17 on the financial statements?
18

A.

No.

19

Q.

What's the present status of Great Fidelity

20 Life Insurance?
21

A.

I don't know.

22

Q.

Is it still operating?

23

A.

I don't know.

.. 24

Q.

Did AlA sell it?

25
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1

A.

No.

2

Q.

Do you have any -- strike that.

Approximately

3 how much in revenue has AlA Insurance derived in 2007
4 from the products offered through the brokers you
5 mentioned?
6

A.

None, very little or none.

7

Q.

How much is very little or none?

8

A.

Probably none.

9

Q.

SO,

10

A.

No.

11

Q.

Can you tell me what very little is?

12

A.

More than zero.

13

Q.

But less than?

14

A.

I have no idea right now.

15

Q.

Less than a hundred thousand dollars?

16

A.

You'd have to look at the financial statements.

17

Q.

Are they broken out in the financial

is none your answer?
I said, very little or none.

18 statements?
19

A.

They are in detail, yes.

20

Q.

Has that information been provided to Reed

21 Taylor?
22

A.

I would assume so.

23

Q.

Do you know?

24

A.

I don't know.

25
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1 Insurance with regard to the litigation, this
2 litigation?
3

A.

Generally I do.

4

Q.

Please describe "generally" for me.

5

A.

Depends on what the issue is.

6

Q.

What decisions haven't been made by you in this

7 litigation?
8

A.

The authorization of paying attorney fees was

9 made by the board.
10

Q.

Are you sure that was made by the board?

11

A.

I am pretty sure.

12

Q.

Any other decisions that weren't made by you?

13

A.

I don't think so.

14

Q.

Who directs the litigation in this matter on

15 behalf of AlA

or, excuse me, on behalf of Crop USA?

16

A.

What do you mean by direct?

17

Q.

Makes the decisions for the litigation.
MR. McNICHOLS:

18

I'm going to object to the

19 form; it's vague.
MR. BOND:

20

21

A.

Go ahead and answer the question.

I make those decisions in consultation with the

22 attorneys.
23

Q.

(BY MR. BOND)

Does the board make any

24 decisions with regards to the,
25

this litigation?
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1 an interested officer both?

2

A.

I am, yes.

3

Q.

In -- through forming and operating Crop USA?

4

A.

I -- sure.

5

Q.

Wouldn't that require you to remove yourself

6 from making all decisions at AlA having to do with
7 anything to do with Crop USA because of being an

8 interested party?
9

A.

No.

10

Q.

And why is that?

11

A.

Because it's not required.

12

Q.

Why is it not required?

13

A.

What do you mean why?

14

Q.

SO it's permissible for a director and an

15 officer who holds an ownership interest in a company to

16 use another company to run that company, to run the new
17 company and not remove himself from all transactions
18 related to that?

19

MR. McNICHOLS:

Objection, object to the form

20 of the question.
21

MR. BABBITT:

22 conclusion.

Objection,

calls for a legal

Ask him to restate the question.

He's

23 asking for a legal conclusion.
·24

MR. BOND:

I'm not asking for a legal

25 cOIAFFiD"iITIOF RODERICK C. BOND
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1 that you work Friday afternoons?
2

A.

I can't speak for them.

3

Q.

Yesterday we briefly talked about the

4 Washington Properties' promissory note and how you
5 pledged that to Crop USA to cover attorneys' fees for,
6 paid for AlA,

is that true?

7

A.

Yes.

8

Q.

And, does Crop USA and AlA currently allocate

9 the payment of fees paid to Hawley Troxell?
MR. McNICHOLS:

10

Object to the form of the

11 question.
12

A.

I believe so.

13

Q.

(BY MR. BOND)

14

A.

I don't know that.

15

Q.

Who would know?

16

A.

I don't know.

17

Q.

Would the board of AlA Services or AlA

And what percentage?

18 Insurance or Crop USA know?
don't know.

19

A.

I

20

Q.

Would Connie Taylor know?

21

A.

I would doubt it.

22

Q.

Would Jim Beck know?

23

A.

I would doubt it.

24

Q.

Michael Cashman know?

25
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1

Q.

And approximately how much money is due on that

2 note right now, the Washington promissory note, by AlA?
3

A.

The financial statements reflect that.

4

Q.

Have those financial statements been provided

5 to us?
6

A.

I believe so.

7

Q.

Do the financial statements indicate the,

that

8 that asset was pledged to Crop USA?
9

A.

As of September 30th, no.

10

Q.

As of December 31st?

11

A.

Financial statements of December 31st have not

12 been prepared yet.
13

Q.

What are the terms of that note or pledge

14 agreement?
15

MR. McNICHOLS:

16

A.

Object to the form.

The, any -- if Crop USA advances on behalf of

17 AlA's attorney fees,

they would be repaid at the time

18 that mortgage is repaid, out of the proceeds of the
19 mortgage.
20

Q.

(BY MR. BOND)

So, it's not due any time before

21 that?
22

MR. McNICHOLS:

Object to the form.

23

Q.

(BY MR. BOND)

24

A.

I believe I indicated that they would be paid

25

Than the mortgage is repaid?

ou~FEID\tIIfEDIpReBeIU:@K6:fBeNff)
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1

Q.

Did you retain separate counsel for AlA

2 Services or AlA Insurance regarding that transaction?

3

A.

Separate from?

4

Q.

You stated yesterday that Hawley Troxell

5 drafted the agreement?

6

A.

Yes.

7

Q.

Was AlA Services or AlA Insurance represented

8 by separate counsel?

9

A.

They were represented by Hawley Troxell.

10

Q.

A different attorney besides Dick Riley?

11

A.

Represented by -- Dick Riley drafted the

12 documents.
13

Q.

Did you think it would be appropriate to have

14 AlA Services or AlA Insurance retain separate counsel?
15

A.

No,

16

Q.

Why not?

17

A.

Because I didn't think it was appropriate.

18

Q.

What's the basis for that opinion?

19

A.

I was represented by Hawley Troxell in these

I did not.

I don't need any more goddamn attorneys.

20 matters.
21 Excuso mo.

MR. McNICHOLS:

22

Object to the form of the

23 answer.
24

Q.

(BY MR. BOND)

Did Quarles and Brady have

25 an&.FlFIDrVgT {):F RiID}wIlllCK ~hB.(t)NDo c ume nt,
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1 pledging the mortgage?
2

A.

I don't believe so.

3

Q.

Whose idea was it?

4

A.

I don't recall.

5

Q.

Is -- would anyone know?

6

A.

I don't know.

7

Q.

SO it just, the agreement miraculously appeared

8 one day?
MR. McNICHOLS:

9

Object to the form of the

10 question.
Object to the form.

11

MR. BABBITT:

12

MR. McNICHOLS:

13

MR. TAYLOR:

14

MR. McNICHOLS:

15

Q.

(BY MR. BOND)

It's an argument.

Do you want me to answer that?
No, it's not a question.
Who instructed Hawley Troxell to

16 draft that agreement?
17

A.

I did.

18

Q.

Was that your sole decision?

19

A.

It was my decision, yes.

20

Q.

SO then you do know whose decision it was?

21

A.

I told you it was my decision.

22

Q.

Did you seek board approval from AlA Services

23 or AlA Insurance to enter into that agreement?
24
25

A.

The board discussed it, yes.

AFFI~YITftfl&~~~
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1

A.

The board of directors of AlA Services.

2

Q.

Yourself, Connie Taylor and Jim Beck?

3

A.

Yes.

4

Q.

And, did any of those parties remove themselves

5 from that decision?
6

A.

No.

7

Q.

Did you?

8

A.

No.

9

Q.

SO, in your experience with corporate

10 governance, you didn't think it was appropriate to have
11 AlA Insurance or AlA Services represented by separate
12 counsel in that agreement?

13

MR. McNICHOLS:

14

MR. BABBITT:

Object, asked and answered.
Object to the form of the

15 question in the use of the term "corporate governance".
16

A.

No.

17

Q.

(BY MR. BOND)

What do you think your fellow

18 board members at Avista would think about what's gone on
19 at AlA over the past five,

MR. McNICHOLS:

20

six years?

Objection, objection.

It calls

21 for speculation, there's no foundation, and it is

22 totally irrelevant.
23

A.

I have no idea what they think.

24

Q.

(BY MR. BOND)

Do you think that they would

25 trAmD~l\1if)F~I£E€C.~:epriate transactions?
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1

A.

No.

We have online access.

2

Q.

Are there any records of AlA Services and AlA

3 Insurance that only certain employees have access to?
4

A.

Certainly.

5

Q.

And what kind of records would those be?

6

A.

We don't,

I don't share information, for

7 example, about this lawsuit with the general employees I
8 have.

That's -- that's all access denial to certain

9 employees, most employees.
10

Q.

Are any of the employees of -- well, past

11 employees of AlA Services or AlA Insurance shareholders
12 in AlA Services?
13

A.

Yes.

14

Q.

What have you advised them regarding the

15 lawsuit?
16

A.

I advised them that we have a lawsuit and that

17 we will be paying the legal fees from AlA Services.
18

Q.

And that's the letter that you sent to the

19 shareholders of AlA Services in 2007?
20

A.

Yes.

21

Q.

Any other correspondence besides that?

22

A.

I don't think so.

23

Q.

SO have you apprised AlA Services' shareholders

24 of anything to do with this lawsuit other than the
25

Ie.AEm:DVlIll~ ~ER?I®KtC.t:BOl'l;r[)em
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1 attorney's fees?

2

A.

No.

3

Q.

Do you think that that's an appropriate way to

4 handled that?
MR. McNICHOLS:

5

6

A.

Obviously not.

7

Q.

(BY MR. BOND)

Object to the form.

What would be the appropriate

8 way?

9

A.

When the lawsuit is settled, we'll advise them

10 of the settlement terms.
11

Q.

Have you advised them of the personal claims

12 against you?
13

A.

I have -- I don't believe so.

14

Q.

Do you think that that would be appropriate to

15 advise the shareholders of the personal claims against
16 you?

17

A.

No.

18

Q.

Why not?

19

A.

It's not -- I didn't think it's appropriate.

20

Q.

Do you think it's appropriate for you to make

21 decisions pertaining to the lawsuit on behalf of the

22 corporations when you're personally being sued in this
23 action?
·24
25

A.

I

do.
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1

Q.

Are there any documents that would help you

2 recall?
3

A.

It would be in the letter that I sent to the

4 shareholders in September.
5

Q.

SO, is that the only correspondence, then,

that

6 you've sent to the shareholders since this lawsuit was
7 started, the shareholder of AlA Services?
8

A.

Yes.

9

Q.

Okay.

Did you do a press release at all for

10 the resignation of JoLee Duclos and Bryan Freeman from
11 the board of AlA Services or AlA Insurance?
12

A.

No.

13

Q.

How about a press release about the appointment

14 of Connie Taylor and James Beck to the board of AlA
15 Insurance or AlA Services?

16

A.

No.

17

Q.

When did you first,

when did -- strike that.

18 When did Crop USA first approach US Bank regarding
19 borrowing funds?
20

A.

I don't recall.

21

Q.

2001?

22

A.

May have been.

23

Q.

Earlier?

24

A.

May have been.

25
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MR. McNICHOLS:

1

But you do pause, you do have

2 substantial pauses.
MR. BOND:

3

But my questions are difficult, so

4 it's not easy stuff sometimes.
MR. BABBITT:

5

Sorry.

I thought you were

6 finished.
MR. BOND:

7

8 question.
Q.

9

Just go ahead and strike that

Sorry.
(BY MR. BOND)

Whose idea was it to enter into

10 a joint defense agreement?
MR. McNICHOLS:

11

I'm going to object to that,

12 and in the event that in answering that question you
13 have,

you would have to disclose communications between

14 you and your counsel, then you should not answer it,
15 because it would be privileged as attorney-client
16 privileged communications.
17

A.

I'm not -- I can't answer that.

18

Q.

(BY MR. BOND)

Was it your idea to enter into a

19 joint defense agreement?
MR. McNICHOLS:

20

Same,

I'm going to make the

21 same objection.
22
23

A.

No comment.
MR. BOND:

Are you instructing him not to

24 answer that question, Mike?
25
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1 answer if,

in answering,

he must disclose communications

2 made between himself and his lawyer.
3

Q.

(BY MR. BOND)

Yes or no, was it your idea to

4 enter into a joint defense agreement?
5

A.

Can't recall.

6

Q.

Are there any documents you can review that

7 would help you recall?

8

A.

No.

9

Q.

Who drafted the defense agreement,

joint

10 defense agreement?
MR. McNICHOLS:

11

12 that question if,

Again, you should not answer

in order to answer it, you have to

13 disclose communications either to or from your legal
14 counsel.
15

MR. BOND:

16 between counsel.

I'm not asking any communications
I'm asking who drafted the joint

17 defense agreement.
18

MR. McNICHOLS:

19 objection,

I'm going to make another

there's a lack of foundation.

You should

20 first of all ask him if he knows who drafted it, and
21 then you could ask him how he knows that,

and then we

22 might find out whether or not we have a privilege issue.
23

MR. BOND:

24

MR. TAYLOR:

25

Go ahead and answer the question.
What was the question?
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(Whereupon, the court reporter read back the

1

2 previous question.)
3

A.

I don't know.

4

Q.

(BY MR. BOND)

Did Hawley Troxell draft the

5 joint defense agreement?
MR. McNICHOLS:

6

Objection, asked and answered.

7

A.

I don't know.

8

Q.

(BY MR. BOND)

9

A.

My attorneys.

10

Q.

Meaning which attorney?

11

A.

Either Hawley Troxell or Jim Gatziolis or Mr.

Who would know?

12 McNichols.
13

Q.

And did you seek shareholder approval from AlA

14 Services or Crop USA for the joint defense agreement?

15

A.

No.

16

Q.

Why not?

17

A.

I didn't think it was appropriate.

18

Q.

What's the basis for your opinion to believe it

19 wasn't appropriate?

20

A.

It was a matter that I could make a decision

21 for and did.
22

Q.

And what happens to AlA Insurance if Reed

23 Taylor prevails in this action?

24

MR. McNICHOLS:

Objection, calls for

25 sp~f1q]!:io/f1-WRODER1CKC. BOND
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1

(BY MR. BOND)

Q.

Who would know the answer to

2 that question?
3

A.

I don't know of anybody that would right now.

4

Q.

Right now?

5

A.

I

6

Q.

You would, okay.

A.

I don't know how to answer that question.

Who would know in the future?

would.
So, no one besides you would

7 know?
8

9 told you,
10

Q.

I don't recall any.

I've

I don't recall.

You don't think it would be appropriate to have

11 Crop USA pay a portion of your personal legal fees?
12

A.

It may be.

13

Q.

What about JoLee Duclos, have any of her

14 attorney fees been allocated to Crop USA?
same answer.

15

A.

I don't know,

16

Q.

And who would know?

17

A.

I

18

Q.

Are there any entries in the books and records

don't know.

19 of AlA .services, AlA Insurance or Crop USA that
20 allocates attorney fees paid on your behalf, Jolee's
21 behalf or Bryan Freeman's behalf or Connie Taylor's
22 behalf or Jim Beck's behalf to Crop USA?
23

A.

I don't know if that's been done at this time.

24

Q.

Have you directed anyone to do it through

25 t°A:FFf6~rf6~RbDERICK c. BOND
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1 the last question was very straightforward.

MR. BABBITT:

2

3 straightforward.
Q.

4

And I think the answer was very

I think --

(BY MR. BOND)

Have you specifically spoken

5 with any employee of AlA Services, AlA Insurance or Crop
6 USA about the allocation of director attorney fees?

7

A.

Specifically about that, no.

But I have

8 directed the staff as part of the year-end allocations

9 of all types of expenses to make, to review those and
10 make -- suggest every allocation to me, which I will do
11 for the year-end journal entries.

12

Q.

And then will you accept those suggestions that

13 are made by the employees?

14

A.

I mayor may not.

Q.

Who did you specifically instruct to ensure

I will review them and then

15 make

16

17 that the expenses are properly allocated,

fairly

18 allocated?

19

A.

Craig and Craig Hoover and Aimee Gordon.

20

Q.

Anyone else?

21

A.

No.

22

Q.

Did you instruct the employees, any employees

23 of AlA Services or AlA Insurance in prior years to
24 ensure that the expenses are fairly allocated?
25

A.
Prior to this
I don't know that we had any
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1

Q.

SO no one ever said, why aren't we allocating

2 electricity at the office in Lewiston between Crop USA
3 and AlA?
don't recall anyone bringing that up.

4

A.

I

5

Q.

Would that be the job of the CEO?

6

A.

No.

7

Q.

Who's job would it be?

8

A.

I

would say those type o.f issues would be done

9 by either the accounting manager or CFO,

10 material,
11

Q.

and if it was

they'd bring it to me.
But where do the final decisions rest with the

12 corporations?
13

A.

All final decisions rest with me.

14

Q.

What is the document retention policy of AlA

15 Services and AlA Insurance?
16

A.

We retain either, between seven and ten years

17 of our administrative and policy files,

as required by

18 statutes, and we generally keep detailed financial
19 records,

accounts receivable journals and accounts

20 payable journals for ten years.

21

MR. BABBITT:

How many years was that?

What

22 did he say?
THE REPORTER:

23
- 24

25

A.

Ten,

He said ten.

yeah.

Q.
(BY MR. BOND)
Have you or anyone that you know
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1 and that Crop USA was not owned by AlA in any fashion?
MR. McNICHOLS:

2

Object to the form of the

3 question, it's compound.
4

A.

I don't know that I would have advised her

Q.

(BY MR. BOND)

5 that.
6

Wouldn't you think that would be

7 appropriate?
MR. BABBITT:

8

Object to the form of the

9 question, argumentative.
10

A.

Well, obviously I did not.

11

Q.

(BY MR. BOND)

And why wouldn't you think it

12 would be appropriate?
MR. BABBITT:

13
14

A.

Objection, argumentative.

I made the decision that it wasn't appropriate

15 at the time.
16

Q.

(BY MR. BOND)

So,

if you make a decision, it's

17 based upon what you believe is appropriate?
MR. BABBITT:

18

Object to the form of the

19 question, ambiguous and argumentative.
20

A.

I ultimately make the decisions for these

21 companies.
22

Q.

(BY MR. BOND)

When did Reed Taylor learn that

23 AlA Services had received -- or, strike that.

When did

24 Reed Taylor first learn to your knowledge that AlA
25 Insurance had received one point five million dollars
AFFIDVIT OF RODERICK C. BOND

REQUEST FOR PRODUCTION NO. 142: Produce all documents (See above definition for
"documents" e.g., notes, emails, canceled checks, statements, agreements, agreements, electronic
files, correspondence, letters, expert witness reports, etc.) that evidence, refer, or relate in any
way to financial statements prepared by you, prepared on your behalf, or submitted to any of
your lenders, financial institutions, or prospective lenders or creditors.
RESPONSE:

REQUEST FOR PRODUCTION NO. 143: Produce all documents (See above definition for
"documents" e.g., notes, emails, electronic files, canceled checks, statements, agreements,
agreements, correspondence, letters, expert witness reports, etc.) that evidence, refer, or relate in
any way to all Joint Defense Agreements or any other defense agreement or arrangement of any
type pertaining to any individual, joint or combined legal representation of any of the Defendants
in this lawsuit.
RESPONSE:

REQUEST FOR PRODUCTION NO. 144: Produce all documents (See above definition for
"documents" e.g., notes, emails, electronic files, canceled checks, statements, agreements,
agreements, correspondence, letters, expert witness reports, etc.) that evidence, refer, or relate in
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are attached to these Requests.
ANSWER:

REQUEST FOR PRODUCTION NO. 120: Produce all documents (See above definition for

"documents" e.g., notes, emails, electronic files, canceled checks, statements, agreements,
correspondence, letters, expert witness reports, etc.) that evidence, refer, or relate in any way to
the information requested or provided by you in the preceding Interrogatory.
RESPONSE:

REQUEST FOR PRODUCTION NO. 121: Produce all of your tax returns and the tax returns

of all privately held entities in which you hold or have held an ownership interest (including,
without limitation, Pacific Empire Holdings Corporation, Pacific Empire Radio Corporation,
Radio Leasing, LLC, Radio Leasing II, LLC, Crop USA, Crop USA Financial LLC, and Pacific
Empire Communications Corporation), together with all related documents (including, without
limitation, all schedules, forms, attachments, and/or exhibits to such tax returns) for the 1995 tax
year through the 2007 tax year.
RESPONSE:
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RODERICK C. BOND (Pro Hac Vice)
NED A. CANNON, ISBA #2331
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, W A 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed 1. Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COlJNTY OF NEZ PERCE
REED J. TAYLOR, a single person,
Plaintiff,

Case No.: CV-07-00208

v.

AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an Idaho
corporation; R. JOHN TAYLOR and CONNIE
TAYLOR, individually and the community
property comprised thereof; BRYAN
FREEMAN, a single person; JOLEE DUCLOS,
a single person; CROP USA INSURANCE
AGENCY, INC., an Idaho Corporation; and
JAMES BECK and CORRINE BECK,
individually and the community property
comprised thereof;

NOTICE OF HEARINGS ON PLAINTIFF
REED TAYLOR'S MOTION TO
DISSOLVE PRELIMINARY
INJUNCTION; MOTION TO
RELINQUISH COLLATERAL; MOTION
TO COMPEL; AND MOTION FOR
CONTINUANCE

Defendants.

NOTICE OF HEARINGS - I
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Plaintiff Reed Taylor has scheduled the following hearings, with oral argument, to be
heard at 10 a.m. on Thursday, September 11, 2008, or as soon as possible thereafter, at the Nez
Perce County Courthouse, 1230 Main Street, Lewiston, ID 83501:
1.

Reed Taylor's Motion to Dissolve Preliminary Injunction;

2.

Reed Taylor's Motion to Relinquish Collateral to Reed 1. Taylor;

3.

Reed Taylor's Motion to Compel; and

4.

Reed Taylor's Motion for Continuance.

DATED: This 28 th day of August, 2008.
SMITH, CANNON & BOND PLLC
CAMPBELL, BISSELL & KIRBY PLLC

'f
ond
Ned A. Cannon
Michael S. Bissell
Attorneys for Plaintiff Reed 1. Taylor

NOTICE OF HEARINGS - 2
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CERTIFICATE OF SERVICE

I, Roderick C. Bond, declare that, on the date indicated below, I served a true and correct
copy of Plaintiff Reed J. Taylor's Notice of Hearings; Motion to Dissolve Preliminary
Injunction; Motion to Relinquish Collateral; Motion to Compel; Motion for Continuance;
Affidavit of Steve Calandrillo; and Affidavit of Roderick C. Bond on the following parties via
the method indicated below:

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, WA 99403
Attorney for Defendants JoLee Duclos and
Bryan Freeman

Via:

( )
( )
( )
( )
(X)

U.S. Mail, Postage Prepaid
Hand Delivered
Overnight Mail
Facsimile
Email (pdf attachment)

Via:

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston, ID 83501
Attorney for R. John Taylor

( )
( )
( )
( )
(X)

U.S. Mail, Postage Prepaid
Hand Delivered
Overnight Mail
Facsimile
Email (pdf attachment)

Via:.

David R. Risley
Randall, Blake & Cox
1106 Idaho St.
Lewiston, ID 83501
Attorney for Connie Taylor, James Beck and
Corrine Beck

( )
( )
( )
( )
(X)

U.S. Mail, Postage Prepaid
Hand Delivered
Overnight Mail
Facsimile
Email (pdf attachment)

Via:

Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, Idaho 83701-1617
Attorneys for AlA Services, AlA Insurance, and
Crop USA Insurance Agency

( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
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James J. Gatziolis
Charles E. Harper
Quarles & Brady LLP
Citigroup Center, 500 West Madison Street
Suite 3700
Chicago, IL 60661-2511
Attorneys for Crop USA Insurance Agency

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Signed this 28 th day of August, 2008, at Lewiston, Idaho.

Michael S. Bissell

NOTICE OF HEARINGS - 4
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Michael E. McNichols
CLEMENTS, BROWN & McNTCHOLS, P.A.
Attorneys at Law
321 13th Street
Post Office Box 1510
Lewiston, Idaho 83501
(208) 743-6538
(208) 746-0753 (Facsimile)
ISB No. 993
Attorneys for Defendant R. John Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

REED J. TAYLOR, a single person;

)
)
Plaintiff,
)
)
vs.
)
)
AlA SERVICES CORPORATION, an Idaho )
)
corporation; AlA INSURANCE, INC., an
Idaho corporation; R. JOHN TAYLOR and )
CONNTE TAYLOR, individually and the
)
community property comprised thereof;
)
BRYAN FREEMAN, a single person; and
)
JOLEE DUCLOS, a single person;CROP USA)
INSURANCE AGENCY, INC., an Idaho
)
Corporation; and JAMES BECK and
)
CORRINE BECK, individually and the
)
community property comprised thereof;
)
)
Defendants.
)

Case No: CV 07-00208
MOTION FOR
SCHEDULING CONFERENCE

Defendant John Taylor requests the Court, pursuant to Rule 16 I.R.C.P., to
hold a scheduling conference on September 11, 2008, particularly to enter a scheduling order

MOTION FOR SCHEDULING
CONFERENCE

-1-

3335

providing. in part, as follows:
1. Ordering that plaintiffs counsel not schedule any motion to disqualify

defendants' counsel for a hearing until after defendants' counsel have had a reasonable
opportunity to conduct discovery, including the taking of the depositions of plaintiff s expert
witnesses before responding to plaintiffs motion to disqualify counsel.
2. Ordering that no hearings in this case be scheduled for the period of time
between September 24,2008, and October 4,2008, because defendant's counsel will be out
of state for a professional meeting and vacation.
DATED this 29th day of August, 2007.
CLEMENTS, BROWN & McNICHOLS, P.A.

BY:~~

~N.IT==C=HAE~=L~E~.M~cNI~C=H=O~L~S~~~~---

CERTIFICATE OF SERVICE
I hereby certify that on the 29 th day of August 2008, I caused to be served
a true and correct copy of the foregoing by the method indicated below, and addressed
to the following:
Roderick C. Bond
Ned A. Cannon
Smith, Cannon & Bond, PLLC
Attorneys at Law
508 Eighth Street
Lewiston, ID 83501
Facsimile: 746-8421
rod@scblegal.com

[ ]
[ ]
[ ]
[ ]
[X]

u.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail

Michael S. Bissell
Campbell, Bissell & Kirby, PllC
7 South Howard Street, Ste. 416
Spokane, WA 99201
Facsimile: (509) 455-7111
mbissell@cbklawyers.com

[
[
[
[

u.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail

MOTION FOR SCHEDULING
CONFERENCE

]
]
]
]

[X]

-2-
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[
[
[
[

David A. Gittins
Attorney at Law
P.O. Box 191
Clarkston, W A 99403
Facsimile: 758-3576
david@gittinslaw.com

]
]
]
]

[X]
[ ]

David R. Risley
Randall, Blake & Cox
P.O. Box 446
Lewiston,ID 83501
Facsimile: 743-1266
David@rbcox.com

[ ]
[ ]
[ ]

[X]
[
[
[
[

Charles A. Brown
Attorney at Law
P.O. Box 1225
Lewiston,ID 83501
Facsimile: 746-5886
CharlesABrown@cableone.net

]
]
]
]

[X]

Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley
877 Main Street, Ste. 1000
P.O. Box 1617
Boise,ID 83701-1617
Facsimile: (208) 342-3829
j ash@hteh.com

U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail
U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail

[X]

U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail

[]
[]
[]
[]
[X]

U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail

[
[
[
[

James J. Gatziolis
Charles E. Harper
Quarles & Brady, LLP
500 West Madison Street
Suite 3700
Chicago, IL 60661-2511
Facsimile: (312) 715-5155
jjg@quarles.com

U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail

]
]
]
]

~M

Michael E. McNichols

MOTION FOR SCHEDULING
CONFERENCE
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Michael E. McNichols
CLEMENTS, BROWN & McNICHOLS, P.A.
Attorneys at Law
321 13th Street
Post Office Box 1510
Lewiston, Idaho 83501
(208) 743-6538
(208) 746-0753 (Facsimile)
ISB No. 993
Attorneys for Defendant R. John Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

REED J. TAYLOR, a single person;

)
)
Plaintiff,
)
)
vs.
)
)
AlA SERVICES CORPORATION, an Idaho )
corporation; AlA INSURANCE, INC., an
)
Idaho corporation; R. JOHN TAYLOR and )
CONNIE TAYLOR, individually and the
)
community property comprised thereof;
)
BRYAN FREEMAN, a single person; and
)
JOLEE DUCLOS, a single person;CROP USA)
INSURANCE AGENCY, INC., an Idaho
)
Corporation; and JAMES BECK and
)
CORRINE BECK, individually and the
)
)
community property comprised thereof;
)
Defendants.
)

Case No: CV 07-00208
MEMORANDUM IN
SUPPORT OF MOTION FOR
SCHEDULING CONFERENCE

Defendant John Taylor submits this Memorandum in support of his Motion for
a Scheduling Conference and in support of his request for orders that plaintiffs counsel not

MEMORANDUM IN SUPPORT OF
MOTION FOR SCHEDULING
CONFERENCE

- 1-
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schedule any motion to disqualify defendant's counsel for hearing until after defendant's
counsel has had an opportunity to conduct discovery, including the taking of depositions of
plaintiff s expert witnesses before responding to plaintiff s motion to disqualify counsel and
ordering that no hearings in this case be scheduled for the period of time between September
24,2008, and October 4,2008, because defendant's counsel is scheduled to be out of state
for a professional meeting and vacation.
Plaintiffs counsel has stated an intention to file a motion to disqualify
defendant's counsel and to support that motion with one or more affidavits from expert
witnesses.
Based upon past practice, it is anticipated that plaintiff s motion will be served
by e-mail late in the afternoon of Thursday, September 4,2008, and that a hearing will be set
for Thursday, September 18, 2008.
Defendant needs an opportunity to conduct discovery, including the taking of
the deposition of any expert witness of the plaintiff, before responding to plaintiff s motion
to disqualify counsel. Defendant needs to know whether defendant should engage his own
expert witness to respond to the affidavits ofplaintiffs expert witnesses.
Defendant's counsel is scheduled to be out of state from September 24, 2008,
to October 2,2008, for a professional meeting and for a vacation. Unless the Court enters
an order prohibiting the scheduling of hearings during that time, one or more hearings may
be scheduled when defendant's counsel is unavailable to participate.
For these reasons, defendant John Taylor requests the Court to enter a
scheduling order prohibiting the plaintiff from noticing any motion to disqualify his counsel
for hearing until after his counsel has had an opportunity to conduct discovery and also
requests the Court to enter an order that no hearings in this case be scheduled for the period
of time between September 24,2008, and October 4,2008.

MEMORANDUM IN SUPPORT OF
MOTION FOR SCHEDULING
CONFERENCE

-2-
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DATED this 29th day of August, 2008.
CLEMENTS, BROWN & McN1CHOLS, P.A.

By:~~~~bMAJ=-::::---Jt_
MICHAEL E. McNICHOLS
CERTIFICATE OF SERVICE
I hereby certify that on the 29 th day of August, 2008, I caused to be served
a true and correct copy of the foregoing by the method indicated below, and addressed
to the following:
Roderick C. Bond
Ned A. Cannon
Smith, Cannon & Bond, PLLC
Attorneys at Law
508 Eighth Street
Lewiston, ID 83501
Facsimile: 746-8421
rod@scblegal.com

[]
[]
[]
[]
[X]

U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail

Michael S. Bissell
Campbell, Bissell & Kirby, PllC
7 South Howard Street, Ste. 416
Spokane, WA 99201
Facsimile: (509) 455-7111
mbissel1@cbklawyers.com

[
[
[
[

U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail

[X]
[
[
[
[

David A. Gittins
Attorney at Law
P.O. Box 191
Clarkston, W A 99403
Facsimile: 758-3576
david@gittinslaw.com

]
]
]
]

[X]

David R. Risley
Randall, Blake & Cox
P.O. Box 446
Lewiston, ID 83501
Facsimile: 743-1266
David@rbcox.com

MEMORANDUM IN SUPPORT OF
MOTION FOR SCHEDULING
CONFERENCE

]
]
]
]

[
[
[
[

]
]
]
]

[X]
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U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail
U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail

Charles A. Brown
Attorney at Law
P.O. Box 1225
Lewiston, ID 83501
Facsimile: 746-5886
CharlesABrown@cableone.net
Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley
877 Main Street, Ste. 1000
P.O. Box 1617
Boise,ID 83701-1617
Facsimile: (208) 342-3829
jash@hteh.com
James J. Gatziolis
Charles E. Harper
Quarles & Brady, LLP
500 West Madison Street
Suite 3700
Chicago, IL 60661-2511
Facsimile: (312) 715-5155
jig@quarles.com

MEMORANDUM IN SUPPORT OF
MOTION FOR SCHEDULING
CONFERENCE
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[]
[X]

U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail

[J
[]
[]
[]
[X]

U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail

[]
[]
[]
[]
[X]

U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail
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Fl L'ED
RODERICK C. BOND (Pro Hac Vice)
NED A. CANNON, ISB No. 2331
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
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MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, WA 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,
Plaintiff,
v.
AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an Idaho
corporation; R. JOHN TAYLOR and CONNIE
TAYLOR, individually and the community
property comprised thereof; BRYAN
FREEMAN, a single person; JOLEE DUCLOS,
a single person; CROPUSA INSURANCE
AGENCY, INC., an Idaho Corporation; and
JAMES BECK and CORRINE BECK,
individually and the community property
comprised thereof;

Case No.: CV-07-00208
PLAINTIFF REED TAYLOR'S
MOTION TO DISQUALIFY THE
ATTORNEYS AND LA W FIRMS OF
HA WLEY TROXELL ENNIS &
HA WLEY LLP; CLEMENTS,
BROWN & MCNICHOLS, P.A.; AND
QUARLES & BRADY LLP

Defendants.

PLAINTIFF'S MOTION TO DISQUALIFY - 1

ORIGI

l
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I. INTRODUCTION
This Motion to Disqualify involves monumental irreconcilable and nonconsentable
conflicts of interest which should be eliminated by disqualifying the responsible Attorneys
before further proceedings in this action. Moreover, disqualification is warranted and necessary
to ensure fairness to Reed in prosecuting his claims, uphold the integrity of the legal system,
prevent the appearance of impropriety, and prevent appeals by Reed or any of the defendants
based upon the unwaivable conflicts of interest. Consequently, the Court should resolve the
conflicts now by disqualifying the Attorneys and order the affected defendants to retain new,
separate and independent counsel in this action.
II. RELIEF REQUESTED
Plaintiff Reed 1. Taylor ("Reed") moves the Court to disqualify the attorneys and law
firms of Hawley Troxell Ennis & Hawley LLP ("Hawley Troxell"), Clements, Brown &
McNichols, P.A. ("Clements, Brown & McNichols"), and Quarles & Brady LLP ("Quarles &
Brady"). All of the foregoing attorneys and firms are referred to collectively as "Attorneys".

III. EVIDENCE RELIED UPON
Reed's Motion to Disqualify is based upon the Court's record, Reed's Motion to
Disqualify, the Affidavit of Peter Jarvis, the Affidavit of W.H. Knight, Jr., the Affidavit of Steve
Calandrillo, the Affidavit of Reed J. Taylor; the Affidavit of Donna 1. Taylor; the Affidavit of
Roderick C. Bond; and the Supplemental Affidavit of Roderick C. Bond.
IV. FACTUAL BACKGROUND
On July 22, 1995, Reed reluctantly agreed to sell his shares back to AlA Services for
consideration that included a $6,000,000 promissory note ("$6M Note"). See Bond Aff., Ex. 1;
p. 3

~~

6-7; Affidavit of Reed Taylor dated May 9, 2008. Ex. A. John Taylor personally urged

PLAINTIFF'S MOTION TO DISQUALIFY - 2

the shareholders of AlA Services to approve the redemption of Reed's shares. See Affidavit of
Reed Taylor dated May 9, 2008, Ex. C. In connection with the redemption of Reed's shares,
John Taylor became CEO and entered into an Executive Officer's Agreement, which contained
non-compete and non-solicitation provisions (e.g., it was a breach of John Taylor's employment
agreement to form and operate CropUSA as a separate entity and to transfer AlA Insurance's
long-term employees to CropUSA, among other breaches). See Supp. Bond Aff., Ex. 45.
The law firm of Eberle, Berlin, Kading, Turnbow & McKlveen provided Reed an opinion
letter regarding various opinions and warranties, including that the transaction to redeem Reed's
shares was legal and had received the appropriate approvals from shareholders. See e.g., Bond
Aff., Ex. 2, p. 2,

~

3; p. 3,

~

3. The opinion letter expressly stated that it is based in part on the

knowledge of Richard A. Riley, who is now an attorney with Hawley Troxell. See Bond Aff.,
Ex. 2, p. 2, ~ 2.
In 1996, AlA Services defaulted on its obligations to Reed and the agreements were
restructured. See Bond Aff., Ex. 3-5. However, Reed still maintained a security interest in all of
the commissions and related receivables of AlA Services and AlA Insurance and the stock of
AlA Insurance was pledged to him, along with the right to vote the shares. See Bond Aff., Ex. 45. Reed has maintained a perfected security interest in the commissions and related receivables
of AlA Services and AlA Insurance. See Affidavit of Roderick C. Bond in Support of Plaintiffs
Motion for Temporary Restraining Order dated March 28, 2007, Ex. 2.
In August 2004, AlA Insurance allegedly "repurchased" Preferred C Shares in AlA
Services (its parent corporation) from CropUSA for $1,510,693.

See Bond Aff., Ex. 36.

CropUSA recognized a gain of $1,489,000 on the alleged sale, which indicates that CropUSA
was carrying the shares on its financial statement at a value of $21,693 (likely the true value of
PLAINTIFF'S MOTION TO DISQUALIFY - 3

the shares-essentially worthless). See Bond Aff., Ex. 36. According to the testimony of JoLee
Duclos (an officer and board member at the time), she relied only the audited financial
statements of AlA Insurance as sufficient advice to approve the alleged $1.5 Million stock
"repurchase," yet the purported audited financial statement that she relied upon was not issued
until over 6 months after the time of the alleged "repurchase" in August 2004. See Supp. Bond
Aff., Ex. 44, p. 122-126; see also Affidavit of Donna Taylor, p. 2, ~ 2.
Reed's $6M Note Matures; Hawley Troxell And Quarles & Brady Issue Unlawful Opinions

Reed's $6M Note matured on August 1,2005, and was not timely paid. See Bond Aff.,
Ex. 1 and 6. On October 27,2006, Hawley Troxell and Quarles & Brady issued opinion letters
to Lancelot Investors Fund, L.P. representing that AlA Insurance had the authority to guarantee
CropUSA's $15 Million line-of-credit.

See Bond Aff., Ex. 18 and 35.

However, AlA

Insurance's guarantee was expressly prohibited by the Articles of Amendment to the Articles of
Incorporation of AlA Services. See Bond Aff., Ex. 19. AlA Insurance's guarantee was also in
violation of the Bylaws of AlA Services and AlA Insurance because, among other things, the
directors were all interested parties through their ownership of shares in CropUSA. See Bond
Aff., Ex. 9 and 20-22.
Reed Provides A Notice Of Default And Settlement Discussions Take Place

On December 12, 2006, Reed provided AlA Services with a notice of default of its
obligations to timely pay the $6M Note, among other obligations (the notice was also provided to
Richard Riley as required by the agreements). See Bond Aff., Ex. 6.

During January 2007,

Reed and John Taylor (on behalf of all three corporations) entered into settlement negotiations
with the corporations and they were al being represented by James Gatziolis and Quarles &
Brady. See Bond Aff., Ex. 17.
PLAINTIFF'S MOTION TO DISQUALIFY - 4

When settlement negotiations failed, Reed filed suit against John Taylor, AlA Services
and AlA Insurance on January 29,2007. See Bond Aff., p. 6,

~

15. On February 1,2007, AlA

Services sent a letter to Reed (which was drafted by Quarles & Brady and signed by JoLee
Duclos) advising him that AlA Services would not honor its contractual obligations. See Bond
Aff., Ex. 22, p. 6; Supp. Bond Aff., Ex. 44, pp. 203-04. On February 2, 2007, Reed provided the
board of AlA Insurance written demand to recover all services and expenses from CropUSA.
See Bond Aff., Ex. 11.

On February 5, 2007, Reed filed his First Amended Complaint, which named additional
defendants and asserted claims against John Taylor and other defendants for fraud, fraudulent
conveyance, breaches of fiduciary duties, conversion, and alter-ego, among other claims. See
Bond Aff., Ex. 8.
Reed Votes The Shares Of AlA Insurance Pursuant To His Rights And I.e. § 30-1-722
All of AlA Insurance's shares were pledged to Reed Taylor so a shareholder meeting was
not necessary to vote the shares since Reed Taylor was granted an irrevocable power of attorney
coupled with an interest to vote the shares as required by I.C. § 30-1-722. See Bond Aff., Ex. 4,
p. 7, § 6; p. 11, § 11.2(a). On February 22, 2007, Reed exercised his contractual rights (which
included an irrevocable power of attorney coupled with an interest) and voted the shares of AlA
Insurance thereby removing John Taylor, JoLee Duclos, and Bryan Freeman as directors and
appointing himself as the sole director of AlA Insurance. See Bond Aff., Ex. 4 and 7. After
appointing himself as the sole director of AlA Insurance, Reed removed all of the officers of
AlA Insurance (including John Taylor) and elected himself as the sole officer. See Bond Aff.,
Ex.7.
III

PLAINTIFF'S MOTION TO DISQUALIFY - 5

Reed Moves To Disqualify Mike McNichols And Clements, Brown & McNichols

On February 26, 2007, Reed filed and served his Emergency Motion, wherein he also
moved for the disqualification of Michael McNichols and Clements, Brown & McNichols. See
Bond Aff., Ex. 24.

On February 28, 2007, Reed filed and served additional case law and

arguments to support his request for the disqualification of Mr. McNichols and Clements, Brown
& McNichols. See Bond Aff., Ex. 25. At the hearing, the Court concluded that conflicts of

interest were issues for the Idaho State Bar to resolve. See Bond Aff., p. 26,

~

66. Consequently,

Reed did not move for the disqualification of any other Attorneys. See Bond Aff., p. 26,

~~

66-

67.
John Taylor Sends A Letter To Shareholders Seeking Approval Of The Payment Of Fees

On March 16, 2007, John Taylor sent a letter to the shareholders of AlA Services in an
apparent attempt to obtain shareholder approval for the payment of attorneys' fees and costs for
individual directors. See Bond Aff., Ex. 12. JoOO Taylor did not disclose the facts and claims
alleged in Reed's Complaint (i.e., make full disclosure), did not attached a copy of Reed's most
recent Complaint, did not seek approval of any joint retainer or joint defense agreements, and did
not obtain votes only from disinterested shareholders (assuming full disclosure was made). See
Bond Aff., Ex. 12. No other correspondence has been sent to AlA Services shareholders since
the letter purportedly seeking the authorization to pay attorney fees dated March 16, 2007. See
Supp. Bond Aff., Ex. 44, pp. 28-29. In addition, the defendants did not obtain consent from
Reed or Donna Taylor (the person holding the shares with the highest priority).
Reed Obtains Partial Summary Judgment On AlA Services' Defaults; Confirms His Vote

On November 15, 2007, Reed moved for partial summary judgment on AlA Services'
default of the $6M Note and Amended Stock Pledge Agreement. See Bond Aff., Ex. 13. On
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February 8, 2008, the Court granted Reed's Motion for Partial Summary Judgment. See Bond
Aff., Ex. 14. AlA Services' Motion for Reconsideration and Motion for Permissive Appeal were
both denied by the Court and Idaho Supreme Court, respectively. See Bond Aff., p. 8,

~

20;

Court File. The finding of the defaults confmned that Reed's February 22, 2007, vote of the
shares of AlA Insurance was appropriate and warranted. See Bond Aff., Ex. 4 and 7.
Conflicts Of Interest, Inappropriate Board Meetings, And Warnings To Attorneys

In March 2008, the purported boards of AlA Services and AlA Insurance held a joint
board meeting wherein lawyers from all of the Attorneys' firms were present. See SUpp. Bond
Aff., Ex. 44, pp. 40-46. One of the purposes of the purported meeting was to direct Jonathan
Hally and Clark and Feeney to file a Motion for Partial Summary Judgment against Reed. See
SUpp. Bond Aff., Ex. 44, pp. 40-46. No resolution has been drafted for this meeting. See SUpp.
Bond Aff., Ex. 44, p. 43, 11. 1-10. The purported board unanimously voted to have Jonathan
Hally and Clark and Feeney file a motion for partial summary judgment against Reed. See Supp.
Bond Aff., Ex. 44, p. 44, 11. 1-20.
Jonathan Hally filed Connie Taylor and James Beck's purported Motion for Partial
Summary Judgment against Reed on April 16,2008. See Bond Aff., p. 17,

~

48. The Motion

was not supported by modem case law or applicable to the facts in this case, and even if filed in
good faith, implicates Richard Riley and Hawley Troxell as witnesses. See Affidavit of Reed
Taylor dated May 9, 2008; Bond Aff., pp. 17-18, ~~ 48-49.
When Jonathan Hally and Clark and Feeney filed the motion for partial summary
judgment against their own client Reed, Reed's counsel, Roderick C. Bond, contacted the Idaho
State Bar and provided a factual background of the case, without providing any names. See
Bond Aff., p. 26,

~

67.

The Idaho State Bar advised Reed's counsel that the issue of
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disqualification was an issue for the Court. See Bond Aff., p. 26,

~

67. As a result of the

guidance from the Idaho State Bar, Reed elected to pursue the disqualification of the attorneys.
See Bond Aff., p. 26,

~

67. However, Reed's counsel maintained the objections to the legal

representation of the defendants throughout the action. See e.g, Bond Aff., Ex. 27 and 29.
On August 3, 2008, Reed's counsel sent one of many emails regarding conflicts of
interest and the associated ramification to the Attorneys:
We have difficult jobs as attorneys. I know how easy it is to overlook things or make
mistakes. However, I have repeatedly advised all of you in writing, through telephone
conferences and/or in person of the various conflicts. Even after all my warnings, you
have all continued on with the conflicts to the detriment of AlA Services and AlA
Insurance. I apologize for this email, but again, I am simply proceeding as my client has
directed. He will not continue to allow you all to assist in the decimation of the
companies and their remaining assets.
We have been directed to commence dra:fting Motions to disqualify your respective
firms. I wanted to give each of you an opportunity to withdraw before I file the Motions.
Not only will the motions be embarrassing, but Reed will view the time and resources
expended and any related damages as damages he may seek from your respective firms.
My hope is that you all will simply acknowledge mistakes were made and do the right
thing and withdraw form this case. If you still have doubts, I direct you to review RPC
1.7 and 1.13, among others, not to mention the case law and RPCs on assisting in
fraudulent acts ... I have advised you time and time again that AlA Insurance should have
separate counsel .. .
See Bond Aff., Ex. 22, p. 4-5 (pages are not numbered) (emphasis added). There has been no

intentional delay in moving for disqualification. See Bond Aff., pp. 26-27, ~~ 66-70.
On August 7, 2008, the purported boards of AlA Services held a joint board meeting
wherein they accepted John Taylor's resignation from the 401 (k) Plan (presumably to make the
appearance that he is not involved in the intervention), have interested directors authorize the
payment of John Taylor'S attorneys' fees and costs in his lawsuit with Donna Taylor, and stated
that the Court had approved the corporations' use of a pending $800,000 settlement to pay
attorneys' fees, among other issues. See Bond Aff., Ex. 41.
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On August 14,2007, CropUSA was also named as a defendant in this action. See Bond
Aff., p. 8,

~

23; Court File. Reed's Fifth Amended Complaint alleges the same and additional

claims, in addition to asserting the claims against Connie Taylor and James Beck. See Bond
Aff., Ex. 15.
AlA's Present Condition And John Taylor's As The Person Making All Of The Decisions

AlA Insurance's business prospects are bleak as most of the commissions it receives are
likely to only last for another 2 years. See Affidavit of Reed Taylor, pp. 2-3,
11,

~

~

4; Bond Aff., p.

30. This was confirmed by James Gatziolis. See Affidavit of Reed Taylor, pp. 2-3,

~

4.

Virtually all of AlA Insurance's office employees have been transferred to CropUSA, while the
Attorneys have represented otherwise. See Affidavit of Reed Taylor, p. 2,

~

2.

Although both Reed and Donna Taylor have contractual obligations to be on the board of
AlA Services until their indebtedness is paid, the Attorneys and defendants have failed to honor
the obligations, let alone notify either of them of any board meetings. See Affidavit of Reed
Taylor, p. 2,

~

3; Affidavit of Donna Taylor, p. 2,

AlA Services has ceased all payments to

Reed and Donna Taylor. See Affidavit of Reed Taylor, p. 2-3, ~ 4; Affidavit of Donna Taylor, p.
2,

~

3.

In his deposition taken on January 28-30, 2008, John Taylor testified when asked who
made the decisions for the litigation: "I make those decisions in consultation with the attorneys."
See Bond Aff., Ex. 42, p. 88, 11. 14-25. The fact that John Taylor inappropriately directs the

litigation in this matter was also confirmed by JoLee Duclos, the Secretary of AlA Services and
AlA Insurance and author of virtually all the board meeting minutes, when she testified that John
makes all of the decisions for the corporations with the attorneys. See SUpp. Bond Aff., Ex. 44,
p. 23, 11. 6-17. When questioned about the appropriateness of certain transactions, John Taylor
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testified that he makes the decision whether a transaction is "appropriate" and the he "ultimately
make[s] the decisions for these companies." See Bond Aff., Ex. 42, p. 470, 11. 1-21.
According to loLee Duclos, the Secretary of AlA Services and AlA Insurance, it has
been "several years" since AlA Services has had a shareholder meeting, other than the purported
meeting to allegedly approve the payment of attorney fees for present and past directors. See
Supp. Bond Aff., Ex. 44, p. 34,11. 2-7; Bond Aff., Ex. 12. JoLee Duclos also acknowledged that
AlA Services didn't even send fmancial information or notices of shareholder meetings to
shareholders. See Supp. Bond Aff., Ex. 44, p. 36, 11. 4-9.
General Background On CropUSA
CropUSA was fonned and operated using AlA Insurance's funds, employees, and assets.
See Bond Aff., p. 10,

~

28. Although AlA Insurance funded CropUSA, JoLee Duclos, the long-

time Corporate Secretary of AlA, acknowledged that shareholder approval was not obtained to
make CropUSA a separate entity. See SUpp. Bond Aff., Ex. 44, p. 79,11. 1-14. Although John
Taylor had represented that CropUSA was being developed by AlA Insurance, John Taylor,
Connie Taylor, lames Beck and Michael Cashman become the majority holders of the
outstanding shares of CropUSA, while AlA and Reed owned nothing in the entity. See Bond
Aff., p. 10, ~ 28.
Although shareholder approval was never obtained to operate CropUSA as a separate
entity, letters exist referring to CropUSA as the "exit strategy" for certain shareholders of AlA
Services. See Bond Aff., pp. 10-11,

~

28; Supp. Bond Aff., Ex. 44, p. 79, 11. 1-14. John Taylor

acknowledged that expenses are not properly allocated between AlA and CropUSA, including
such expenses as electricity, which is not even allocated at all. See Bond Aff., Ex. 42, p. 294 and
296.

AlA Services and AlA Insurance should be pursuing claims against CropUSA, John
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Taylor, James Beck and Michael Cashman. See Bond Aff., p. 11, , 30.
General Background On The Involvement Of Clements, Brown & McNichols

After Reed file suit, Michael McNichols and Clements, Brown & McNichols formally
appeared in this action on behalf of John Taylor, AlA Services and AlA Insurance. See Bond
Aff., p. 15, '40. On February 25, 2007, Reed objected to Mr. McNichols' joint representation,
advised Mr. McNichols that he was not authorized to represent AlA Insurance, and demanded
the return of funds in which Reed held a security interest. See Bond Aff., Ex. 23.
On March 27, 2007, Reed's counsel advised Mr. McNichols that his actions were "a
continuation of the ongoing conflicts of interest and associated legal ramifications pertaining to
[Mr. McNichols'] representation of AlA Services, AlA Insurance, and John Taylor."

See

Affidavit of Roderick C. Bond in Support of Plaintiffs Motion for Temporary Restraining Order
dated March 28, 2007, Ex. 1.
On March 28, 2007, Mike McNichols and Clements, Brown & McNichols moved to
withdraw from representing AlA Services and AlA Insurance and continue representing John
Taylor. See Bond Aff., Ex. 26. In Mr. McNichols' Motion to Withdraw, he attempted to brush
the obvious conflicts aside by arguing:
... while there is no current or reasonably anticipated conflict of interest between the
corporations and John Taylor, there is a possible future conflict between them and they
have agreed that Michael E. McNichols should continue to represent John Taylor but no
longer represent the corporations."
See Bond Aff., Ex. 26, pp. 1-2. Mr. McNichols did not indicate whether he obtained the required

written informed consent, let alone whether he obtained the required consent from the
appropriate authorized and disinterested representatives of the corporations. See Bond Aff., Ex.
26 pp. 1-2.
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On September 20, 2007, Mike McNichols submitted a response in opposition to Reed'
motion to amend his complaint to add additional parties and claims, even though Mr. McNichols
was purportedly only representing John Taylor. See Bond Aff., Ex. 31.
On July 21,2008, Reed's counsel, Michael S. Bissell, sent a letter to the purported boards
of AlA Services and AlA Insurance demanding that the boards take action against the attorneys
and law firm of Clements, Brown & McNichols for various ethical violations, claims and torts.
See Bond Aff., Ex. 16.
General Background On The Involvement Of Quarles & Brady

During settlement negotiations prior to the date Reed filed his Complaint in this action in
January 2007, James Gatziolis and Quarles & Brady represented AlA Services and AlA
Insurance. See Bond Aff., 17.

On January 18, 2007, James Gatziolis of Quarles & Brady

emailed a settlement proposal to Reed's counsd wherein he stated "please find a revised
proposed term sheet representing AlA's latest offer to resolve the controversies between AlA
and Reed Taylor." See Bond Aff., Ex. 17.
On January 26, 2007, James Gatziolis responded via email to a counter offer made by
Reed's counsel wherein Mr. Gatziolis confirmed that an alleged advisory board of CropUSA
(comprised of the major shareholders of both AlA Services and CropUSA) will "deliberate in
person to adequately consider all of the elements of your proposaL .. the board has unofficially
directed the activities of AlA [Insurance], Inc. as well so it is most appropriate for them to
consider your proposal." See Bond Aff., Ex. 22, p. 10 (the pages are not numbered).
After settlement discussions failed, on February 1, 2007, JoLee Duclos executed a letter
on behalf of AlA Insurance denying Reed the right to exercise his contractual rights, which such
letter was drafted by Quarles & Brady and contained a Quarles & Brady document stamp at the
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bottom of the letter. See Bond Aff., Ex. 22, p. 6. The February 1,2007, letter was sent to Reed's
counsel via email from James Gatziolis on the same day. See Bond Aff., Ex. 22, p. 7 (pages are
not numbered). In the same email, James Gatziolis advised Reed's counsel that "[t]here will be
no meeting of the stockholders of AlA on Monday, February 5, 2007 ... " See Bond Aff., Ex. 22,
p. 7 (pages are not numbered).
On February 1, 2007, James Gatziolis emailed Reed's counsel and proposed that Mike
McNichols accept service on behalf of all the defendants. See Bond Aff., Ex. 22, p. 8 (pages are
not numbered). In a response email, James Gatziolis expressly stated that [Mr. McNichols] and
[Mr. Gatziolis] would both continue to counsel the company (meaning AlA). See Bond Aff., Ex.
22, p. 8 (pages are not numbered).
After CropUSA was named as a defendant, James Gatziolis, Charles Harper and Quarles
& Brady formally appeared in this action on behalf of CropUSA. See Bond Aff., p. 14, ~ 37.

Quarles & Brady also represented AlA Insurance and issued an opinion letter for CropUSA' s
$15 Million line-of-credit warranting that AlA Insurance had the authority to guarantee
CropUSA's loan. See Bond Aff., Ex. 28.
On June 13,2008, James Gatziolis sent Reed's counsel a settlement proposal. See Bond
Aff., Ex. 37. Although the terms of the proposal are inadmissible to establish liability, they are
significant to establish conflicts of interest as the Attorneys requested "unconditional releases for
each and every defendant, and each of defendant's counsel..." in the first sentence of the offer.
See Bond Aff., Ex. 37, p. 2 (pages are not numbered) (emphasis added). Under Section 3 of the

offer, the Attorneys requested that "AlA Insurance would deliver releases to all defendants and
defendants' counsel." See Bond Aff., Ex. 37, p. 2 (pages are not numbered) (emphasis added).
Reed's counsel was instructed to deal exclusively with James Gatziolis. See Bond Aff., p. 30,
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~

76 (wherein the Attorneys are implicitly acknowledging their legal exposure and setting forth a
new conflict of interest for all of the Attorneys because their interests are no longer 100% behind
their clients and Reed could have accepted the offer other than the release of the Attorneys).
On July 21, 2008, Reed's counsel, Michael S. Bissell, sent a letter to the purported boards
of AlA Services and AlA Insurance demanding that the boards take action against the attorneys
and law firm of Quarles & Brady for various ethical violations, claims and torts. See Bond Aff.,
Ex. 16.
On August 4,2008, Reed's counsel received an email from Charles Harper of Quarles &
Brady stating: " ... Quarles & Brady and its attorneys have filed an appearance only on behalf of
CropUSA. We do not represent AlA Services or AlA Insurance in this litigation." See Bond
Aff., Ex. 22, p. 4 (pages are not numbered). However, after an exchange of a few emails with
Reed's counsel, it appears that the issue was cleared up when Reed's counsel advised Mr. Harper
of his firm's "direct representation of AlA in this action" and provided documentation
demonstrating the same. See Bond Aff., Ex. 22.

General Background On The Involvement Of Hawley Troxell
On April 30, 2007, John Taylor, Connie Taylor and James Beck purportedly held a Joint
Meeting of the Boards of AlA Services and AlA Insurance. See Bond Aff., Ex. 10. At the
purported joint meeting, the boards approved a joint defense agreement, joint retainer agreement,
and the payment of $5,000 to each director for every quarter of service on the board. See Bond
Aff., Ex. 10.
On May 2, 2007, Hawley Troxell was retained to represent AlA Services and AlA
Insurance in place ofMr. McNichols and Clements, Brown & McNichols (although Mr. Babbitt
acknowledged that contact had been made prior to May 2). See Bond Aff., Ex. 29, p. 4 (pages
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are not numbered). Gary Babbitt, D. John Ashby, and Hawley Troxell formally· appeared in this
action on behalf of AlA Services and AlA Insurance. See Bond Aff., pp. 18-19, ~ 51.
After CropUSA was named as a defendant in this action, Gary Babbitt, D. John Ashby,
and Hawley Troxell also formally appeared in this action on behalf of CropUSA. See Bond Aff.,
p. 19,

~

52. Later, James Gatziolis, Charles Harper and Quarles & Brady formally appeared on

behalf of CropUSA through Hawley Troxell Pro Hac Vice. See Bond Aff., p. 19, ~ 52. There is
no indication that the purported boards or shareholders of AlA Services or AlA Insurance
consented to the joint representation of CropUSA. See Bond Aff., Ex. 10. On May 11, 2007,
Reed's counsel sent a letter to Gary Babbitt stating in part:
This letter confirms that you advised me that AlA Insurance and AlA Services do not
have claims against John Taylor. I am surprised at your position in this regard as you are
exposing your firm to claims from shareholders and other parties, including Reed Taylor.
As the counsel for the corporations, you have a duty to bring claims for the benefit of the
corporations, their shareholders and their creditors in light of insolvency. Furthermore, i1
is inappropriate for John Taylor to direct the litigation on behalf of the corporation in
light of the substantial claims already alleged against him. I am further surprised that you
would not require direction and consent from a disinterested board of directors prior to
your representation of both corporations ... A careful review of the pleadings, briefs, oral
testimony and hearing exhibits clearly demonstrates that the corporations have been
operated for years for the benefit of John Taylor and others to the detriment of Reed
Taylor and other creditors.
In addition, all of the outstanding shares of AlA Insurance are pledged to Reed Taylor. If
and when Reed is permitted to exercise his rights under the various agreements and/or
Idaho law, AlA Insurance will be bringing claims against John Taylor, Bryan Freeman,
and JoLee Duclos. Your firm will also be exposed to claims from Reed Taylor at that
time. We will not permit this issue to go unaddressed.
,
See Bond Aff., Ex. 29, p. 2 (emphasis in original and added).

On September 20, 2007, Gary Babbitt and D. John Ashby submitted a response in
opposition to Reed' motion to amend his complaint to add additional parties and claims, even
though they were purportedly representing the interests of the corporations. See Bond Aff., Ex.
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30. Hawley Troxell's arguments persuaded the Court to deny naming Mike Cashman and deny
other claims, when Hawley Troxell should have been joining Reed's motion. See Bond Aff., pp.
19-20,

~

53; Ex. 30. Mr. Cashman is shareholder of AlA Services and a large shareholder of

CropUSA. See e.g., Bond Aff., Ex. 9. Hawley Troxell (and Clements, Brown & McNichols)
were successful in persuading the Court (without entering an appearance) to deny Reed's Motion
to Amend and add Michael Cashman and other claims, which they should have joined Reed in
pursumg.
Throughout this action, Hawley Troxell has not represented the interests of AlA
Insurance and AlA Services. See Bond Aff., pp. 19-20, ~ 53; pp. 22-23,

~

60. Richard Riley and

Patrick Collins are two lawyers at Hawley Troxell known to represent AlA Insurance and
CropUSA in various transactions, including AlA Insurance's guarantee of CropUSA's $15
Million loan. See Bond Aff., Ex. 35.
Without knowledge of this inappropriate pledge, Reed's counsel moved the Court to
enter a preliminary injunction to protect a $1.2 Million Mortgage recently obtained by AlA
Services in a settlement. See Bond Aff., p. 23,

~

61; Ex. 32. The $1.2 Mortgage was titled in

AlA Services' name only, even though AlA Insurance paid "part or all" of the attorneys' fees
and costs for the litigation. See Bond Aff., Ex. 42, p. 32, 11. 1-24; p. 34, 11. 1-18.
Gary Babbitt, D. John Ashby and Hawley Troxell failed to disclose to the Court the fact
that $1.2 Million Mortgage had been pledged to CropUSA. See Bond Aff., p. 23,

~

61. Neither

Reed nor his counsel was provided copies of the pledge of the $1.2 Million Mortgage until April
17, 2008, despite discovery requests seeking such documents. See Bond Aff., Ex. 32; p. 24,

~

62. Patrick Collins of Hawley Troxell is listed as the person to return the recorded document.
See Bond Aff., Ex. 32.
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In September 2007, Patrick Collins of Hawley Troxell drafted or assisted in the drafting
of documents to pledge AlA Services' $1.2 Million Mortgage to CropUSA for the payment of
attorney fees and costs. See Bond Aff., Ex. 32. The purported loan carried an interest rate of
15% and was secured by the $1.2 Million Mortgage. See Bond Aff., Ex. 32.
On December 18, 2007, Reed's counsel requested proof that AlA Insurance's guarantee
of the $15 Million loan was terminated. See Bond Aff., Ex. 33. Gary Babbitt responded by
stating that if Reed took action to rescind the guarantee, then Reed would be sued for tortious
interference. See Bond Aff., Ex. 33.
On July 21,2008, Reed's counsel, Michael S. Bissell, sent a letter to the purported boards
of AlA Services and AlA Insurance demanding that the boards take action against the attorneys
and law firm of Hawley Troxell for various ethical violations, claims and torts. See Bond Aff.,
Ex. 16. In response, Hawley Troxell retained counsel, who, on July 31, 2008, inquired about the
allegations made Mr. Bissell's demand letter. See Bond Aff., Ex. 34.
Gary Babbitt, D. John Ashby and Hawley Troxell have been asserting arguments against
Reed with full knowledge that such arguments are counter to an opinion letter issued on behalf of
AlA Services to Reed, which was based upon knowledge held by Richard Riley who is also an
attorney with Hawley Troxell. See Bond Aff., Ex. 2, p. 2, ~. 2.
Lawsuits Against Certain Attorneys And Pending Lawsuits Against Others
On August 18, 2008, Reed, through his counsel Michael S. Bissell, filed non-derivative
lawsuits against Hawley Troxell and Clement, Brown & McNichols, which such lawsuits include
claims for aiding and abetting, tortious interference, and conversion, among other claims. See
Bond Aff., Ex. 38-39. Reed has also retained Michael S. Bissell to file non-derivative lawsuits
against Clark and Feeney and Quarles & Brady for related claims. See Bond Aff., pp. 31-32,

~
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80. These lawsuits are not based upon litigation strategy. See Bond Aff., p. 27,

~

68; p. 32, ~ 81.

As indicated by the expert testimony of Peter R. Jarvis, Reed's nonfrivolous claims
against the Attorneys also require them to withdraw or be disqualified. See Jarvis Aff., pp. 5-6,
~

4; p. 7,

~

5(d). As a result, the Attorneys have a vested interest in remaining as counsel to

"skew" the litigation to protect their interests. See Jarvis Aff., pp. 5-6,

~

4; p. 7, ~ 5(d).

It Is Impossible For The Attorneys To Obtain The Required Waivers

The litigation in this matter is, and has been, directed by John Taylor, who is an
interested party by way of the individual claims asserted against him by Reed, the owner of
CropUSA shares, the recipient of inappropriate transfers, and a party breaching the terms of his
employment contract, among other issues and claims. See Bond Aff., Ex. 9, 15 and 42; Supp.
Bond Aff., Ex. 44, p. 23; Ex. 45. Likewise, the remaining purported board members of AlA
Services and AlA Insurance, Connie Taylor and James Beck, are interested parties by way of
their ownership of CropUSA shares and the individual claims asserted against them, among other
reasons. See Bond Aff., Ex. 9 and 15.
On April 29, 2008, JoLee Duclos, the Secretary of AlA Services and AlA Insurance,
testified that she cannot even recall when the corporations last had an annual shareholder
meeting. See Supp. Bond Aff., Ex. 44, p. 29-31.
AlA Services owes Reed over $8,500,000 and is insolvent. See Bond Aff., Ex. 15. Reed
is the pledgee of all of the outstanding shares of AlA Insurance, the sole person with authority to
vote the shares of AlA Insurance, the only legitimate person with authority to make any
decisions at AlA Insurance by way of AlA ServiCes' defaults, and he has not, and will not,
consent to any joint representation of AlA Insurance or AlA Services (as the major creditor of an
insolvent corporation) with any other defendant, nor will he consent to any joint defense or joint
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retainer agreements. See Affidavit of Reed Taylor, p. 4, ~~7-IO; Bond Aff, Ex. 7.
Donna Taylor, the holder of all the Series A Preferred Shares in AlA Services, has
priority over all common shareholders to the remaining assets of AlA Services. See Affidavit of
Donna Taylor, p. 2,

~

2. Donna Taylor has not, and will not, consent to the joint representation

of AlA Services, CropUSA, John Taylor and other defendants in this action, nor will she consent
to any joint defense or joint retainer agreements. Affidavit of Donna Taylor, p.3, ~~ 4-9.
The Attorneys Should Be Disqualified

According to the expert testimony of Peter R. Jarvis, an ethics expert and author of the
ethics treatise The Law of Lawyering and Washington and Oregon Ethics Deskbooks, all of the
Attorneys should be disqualified. See Jarvis Aff., pp. 5-11,

~~

4-5. Mr. Jarvis also opined,

among other things, that "the Law Firms are likely to want to skew the litigation away from their
own conduct, or any potential advice of counsel defense, to shift liability from themselves to one
or more of the defendants." See Jarvis Aff., p. 7, ~ 5(d). Mr Jarvis also opined that the "defenses
mounted by AlA Services and AlA Insurance in this case would- thus appear to have little or
nothing to do with the protection of the interests of AlA Services and AlA Insurance and much if
not everything to do with the defense of John Taylor and other individual defendants ... " See
Jarvis Aff., p. 9,

~

5(i). Mr. Jarvis further opined that RPC 3.7 would likely be implicated

because anyone of more of the Attorneys could be forced to testify against their client and
"confidentiality and conflict of interest considerations under Idaho RPC 1.6 through 1.10 and
RPC 1. 13" are implicated even if none of the Attorneys are ever forced to testify against their
client. See Jarvis Aff., p. 6,

~

4(b). Finally, Mr. Jarvis also makes other substantiated opinions

regarding the need to disqualify the Attorneys, without even addressing all of the conflicts and
issues set forth in Reed's Motion to Disqualify. See Jarvis Aff., pp. 4-11.
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Mr. Jarvis' opinion that the Attorneys should be disqualified is also supported by the
expert testimony of Steve Calandrillo (a contracts and secured transactions professor oflaw) and
W.H. Knight, Jr. (former in house counsel to a $1.3 Billion Bank, former Dean of University of
Washington School of Law, and contracts and commercial law professor), both of whom also
opine that Reed has the contractual right to take possession of AlA Insurance, the contractual
right to sell the shares of AlA Insurance, and that Reed is entitled to possession of the
commissions and related receivables of AlA Services and AlA Insurance. See Affidavit of Steve
Calandrillo; Affidavit ofW.H. Knight, Jr.
Donna Taylor (the Series A Preferred Shareholder of AlA Services who has priority over
all other preferred and common shareholders of AlA Services and who is entitled to, and not
receiving, a seat on AlA Services' board) and Reed Taylor (the pledge of AlA Insurance's stock
and the most significant creditor of AlA Services, who is also entitled to, and not receiving, a
seat on AlA Services board) have also specifically requested that the Attorneys be disqualified.

See Affidavit of Donna Taylor, p. 2, ~ 2; p. 3, ~ 9; Affidavit of Reed Taylor, p. 4, ~ 10.
V. LEGAL AUTHORITY AND ARGUMENT
A.

Standard For Disqualification.

When an ethical conflict sufficiently impacts the just and lawful determination of claims
in a lawsuit, the court has a "plain duty to act." FMC Technologies, Inc. v. Edwards, 420
F.Supp.2d 1153, 1157 (W.o. WA. 2006).
"The decision to grant or to deny a motion to disqualify counsel is within the discretion
of the trial court." Weaver v. Millard, 120 Idaho 692, 696, 819 P.2d 110 (Ct. App. 1991)).
When a motion to disqualify comes from an opposing party, the motion should be viewed with
caution. Weaver 120 Idaho at 697. Even if a plaintiff does not hold any special contractual
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rights or is owed special duties, a plaintiff has standing to disqualify opposing counsel. Crown v.

Hawkins Co., Ltd., 128 Idaho 114, 122-23, 910 P.2d 786 (Ct. App. 1996) (denying motion to
disqualify, but acknowledging standing to disqualify opposing counsel); Eugster v. City of

Spokane, 110 Wn.App. 212,39 P.3d 380,388 (2002).
Once representation has commenced, a lawyer shall withdraw from the representation of
a client if "the representation will result in violation of the rules of professional conduct or the
law." RPC 1.16(a)(a).
Any delay in filing a motion to disqualify does not result in a waiver when a party fails to
demonstrate a clear intention to relinquish the right to challenge a representation. Nevada Yellow

Cab Corp. v. Eighth Judicial Dist. Court ex ref. County of Clark, 152 P.3d 737 (Nev. 2007).
In Weaver, the Idaho Court of Appeals explained the guiding principles regarding
disqualification:
The moving party has the burden of establishing grounds for disqualification. The goal
of the court should be to shape a remedy which will assure fairness to the parties and the
integrity of the judicial process. Whenever possible, courts should endeavor to reach a
solution that is least burdensome to the client.

Weaver, 120 Idaho at 697 (internal citations omitted).
Here, the grounds necessary to support Reed's Motion to Disqualify are set forth below,
each of which on its own are sufficient to require the disqualification of the applicable Attorneys.
Reed has not delayed in bringing this motion and has repeatedly advised the Attorneys that
action would be taken because of the various conflicts.

III
III
III
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B.

All Of The Attorneys Should Be Disqualified.
1. The Disqualifications Of All Attorneys Are Warranted To Prevent
Appeals By The Defendants And The Plaintiff.

Final judgments may be set aside or new trial ordered simply on the grounds that the
attorney undertook the improper representation of more than one defendant. See e.g., Novara v.

Jamar Real Estate Corp., 646 N.Y.S.2d 805 (N.Y. App. 1996).
Thus, it is in the interests of all the parties to this case to ensure conflict-free
representation and fairness by disqualifying the attorneys of Hawley Troxell, Quarles & Brady,
and Clements, Brown & McNichols.

The attorneys of the foregoing law firms should be

disqualified to ensure that the trial in this action is fair to all parties and does not result in a
reversal from an any appeals made by Reed or any of the defendants based upon the
irreconcilable conflicts of interest and other ethical dilemmas set forth below.
2. The Attorneys Of Hawley Troxell And Quarles & Brady Must Be
Disqualified Because They Have Violated RPC 1.7.

Idaho's Rules of Professional Conduct provide as follows, with respect to conflicts
between current clients:
RULE 1.7 CONFLICT OF INTEREST: CURRENT CLIENTS
(a) Except as provided in paragraph (b), a lawyer shall not represent a client if the
representation involves a concurrent conflict of interest. A concurrent conflict of
interest exists if:
(1) the representation of one client will be directly adverse to another client; or
(2) there is a significant risk that the representation of one or more clients will be
materially limited by the lawyer's responsibilities to another client, a former
client or a third person or by the personal interests of the lawyer, including
family and domestic relationships.
RPC 1.7. If the representation of one client will be adverse to the other or if an attorney's
representation of a client may be limited by the attorney's responsibility to another client, a
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concurrent conflict of interest exists. RPC 1.7(a). "Ordinarily, the lawyer will be forced to
withdraw from representing all of the clients if the common representation fails." RPC 1.7,
Comment 29. "Moreover, because the lawyer is required to be impartial between commonly
represented clients, representation of multiple clients is improper when it is unlikely that
impartiality can be maintained." RPC 1.7, Comment 29.
Here, there can be no waiver or no joint representation because each of the defendant's
interests are irreconcilably divergent and in direct conflict.

The common representation of

preventing Reed from exercising his contractual rights only benefits the interested defendants in
this action and other unnamed interested parties. There can be no benefit to AlA Services, who
should be pursuing claims against John Taylor, Connie Taylor, James Beck, Michael Cashman,
JoLee Duclos, and CropUSA. There can be no benefit to AlA Insurance because it too should be
pursing claims against the foregoing parties and others, let alone the fact that Reed voted the
shares of AlA Insurance and has the express contractual right to control it now. There can be no
benefit from all of the defendants participating in an alleged joint defense agreement when they
all have irreconcilable conflicts of interest.

3. Because Of The Hot Potato Doctrine, All Of The Attorneys Must
Withdraw From Representing CropUSA, AlA Services And AlA
Insurance.
An attorney may not represent interests adverse to former clients.

RPC 1.9.

With

respect to RPC 1.9, courts have adopted the "Hot Potato Doctrine" which states:
Generally, a lawyer may not drop one client so that he may continue to represent a more
favored one. The weight of authority holds, ... that once the lawyers find themselves
representing clients with adverse interests, they generally may not drop one client in
order to represent the other, preferred client. In other words, a lawyer may not drop a
current client like a "hot potato" in order to turn the client into a former client as a means
of curing the simultaneous representation of adverse interests. As one commentator
explained, courts have agreed that, where a lawyer has terminated representation of a
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client for the purpose of keeping a more important client happy, counsel will be treated as
if he is still the client's present attorney for purposes of determining whether
disqualification is warranted.

Flying J Inc. v. TA Operating Corp., WL 648545 *4 (D. Utah 2008) (internal citations omitted)
(emphasis added); see also GTXlAirlog Co. v Evergreen Inter'! Airlines, Inc., 8 F.Supp.2d 1182
(N.D. Cal. 1998); EI Camino Resources, Ltd. v. Huntington Nat. Bank, WL 2710807 (W.o.
Mich. 2007).
Here, the Attorneys must all withdraw because they cannot drop the representation of any
one or more of the defendants to remain counsel for another defendant.

Moreover, it is

impossible for the Attorneys to ever obtain the required written informed consent for the reasons
set forth herein.
4. Michael McNichols And Clements, Brown & McNichols Dropped AlA
Services And AlA Insurance As Clients Must Be Disqualified Because
They Violated The Hot Potato Doctrine By Dropping AlA Services And
AlA Insurance As Clients To Keep John Taylor As A Client.

Under the same legal authority cited in Section 3 above, Michael McNichols and
Clements, Brown & McNichols is precluded from representing John Taylor in this action.
Here, Mr. McNichols and Clements, Brown & McNichols inappropriately dropped AlA
Services and AlA Insurance like hot potatoes and could not have received the required waivers,
and they must withdraw from representing all parties or they should be disqualified. See Jarvis
Affidavit.
5. John Taylor's Interests Are Materially Adverse To The Interests Of
Michael McNichols and Clements, Brown & McNichols' Former Clients
AlA Services and AlA Insurance.

A lawyer may not represent another client in the same or a substantially related matter in
which that client's interests are materially adverse to the interest of the former client. RPC 1.9.
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"When an attorney engages in a conflict of interest on the same matter, her or she is in a
position to act on the confidential information learned from the relationship with the first client,
whether or not that information is actually disclosed or acted upon in advising the new client."
Damron v. Herzog, 67 F .3d 211, 215 (9th Cir. 1995).

Here, Mr. McNichols and Clements, Brown & McNichols are representing John Taylor
in direct conflict with the interests of AlA Services and AlA Insurance, both of whom are former
clients. Moreover, Mr. McNichols and Clements, Brown & McNichols are also representing
John Taylor in a separate lawsuit based upon the same fraudulent acts.

In doing so, Mr.

McNichols and Clements, Brown & McNichols are prejudicing AlA Services and AlA Insurance
and their representation will likely have ramifications against claims the corporations will bring
against John Taylor and others at such time as disinterested and authorized persons become
involved.
6. The Attorneys Of Hawley Troxell And Quarles & Brady Must Be
Disqualified Because They Have Failed To Adhere To The Highest
Degree Of Undivided Loyalty Owed To Each Corporation.

An attorneys' duty of undivided loyalty to a client is set forth under RPC 1.7. "[W]here
a lawyer represents parties whose interests conflict as to the particular subject matter, the
likelihood of prejudice to one party may be so great that misconduct will be found despite
disclosure and consent." Kelly v. Greason, 23 N.Y.2d, 244 N.E.2d 456,462 (N.Y. 1968). "The
primary value at stake in cases of simultaneous or dual representation is the attorney's duty-and
the client's legitimate expectation-of-Ioyalty, rather than confidentiality. Representation adverse
to a present client must be measured no so much against the similarities in litigation, as against
the duty of undivided loyalty." Forrest v. Baeza, 58 Cal.App.4 th 65, 74, 67 Cal.Rptr.2d 857 (Cal.
1997). "If a conflict arises after the representation has been undertaken, the lawyer ordinarily
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must withdraw from the representation ... " RPC 1.7, Comment 4.
Disqualification is warranted because it is impossible for Hawley Troxell and Quarles &
Brady to simultaneously represent the interests of CropUSA, AlA Services and AlA Insurance,
while at the same time giving each corporation their undivided loyalty. Undivided loyalty is
particularly important in this case since all of the shares of AlA Insurance are pledged to Reed
(and he should be in control of AlA Insurance), AlA Services is insolvent and owes its duties to
its creditors, and both AlA Services and AlA Insurance should be pursuing claims against
CropUSA, John Taylor, James Beck, Connie Taylor, Michael Cashman and others.
7. The Attorneys Of Hawley Troxell And Quarles & Brady Must Be
Disqualified Because The Confidential Information Obtained From All
Three Corporations Cannot Be Protected.

"A particularly important factor in determining the appropriateness of common
representation is the effect on client-lawyer confidentiality and the attorney-client privilege."
RPC 1.7, Comment 30.
AlA Insurance should be under the possession and control of Reed. AlA Services has
confidential information that should be protected from CropUSA. All three corporations have
diverging interests and these diverging interests will inevitably be at issue, whether in other
lawsuits, a bankruptcy filing, a petition for receiver, the relinquishment of AlA Insurance to
Reed, or such other possible pending events. Thus, it is impossible for the Attorneys to properly
keep and protect each client's confidential information when such extreme diverging interests
exist.

III
III
III
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8. The Attorneys Of Hawley Troxell And Quarles & Brady Should Be
Disqualified Because The Conflicts Between Crop USA, AlA Services And
AlA Insurance Are Nonconsentable.

"[S]ome conflicts are nonconsentable, meaning that the lawyer involved cannot properly
ask for such an agreement or provide representation on the basis of the client's consent. When
representing more than one client, the question of consentability must be resolved as to each
client." RPC 1.7, Comment 14.
Here, the conflicts between CropUSA, AlA Services and AlA Insurance are so
irreconcilable that such conflicts are nonconsentable under RPC 1.7.

For example, AlA

Insurance should be suing CropUSA to recover the $1.5 Million that fraudulently/inappropriately
conveyed in 2004. AlA Insurance should be pursuing claims against CropUSA for the millions
of dollars of unallocated, under-allocated, and uncollected funds and assets that were wrongfully
transferred to CropUSA.

AlA Services should be pursing the same claims as the parent

corporation of AlA Insurance.

Both corporations should be pursuing claims against the

Attorneys. These conflicts, and others, are nonconsentable.
9. The Attorneys Of Hawley Troxell, Clements, Brown & McNichols And
Quarles & Brady Must Be Disqualified Because They Are Witnesses.

"A lawyer shall not act as advocate at a trial in which the lawyer is likely to be a
necessary witness ... " RPC 3.7.
Here, the Attorneys are witnesses to (including, but not limited to) the following: (1)
inappropriate and improper board meetings (including participation of meetings that violate the
Articles of Formation and Bylaws of AlA Services and/or AlA Insurance); (2) improper and
insufficient disclosure to shareholders as required by law and the bylaws; (3) inappropriate
opinion letters to lenders and auditors that have facilitated and/or covered up acts of fraud,
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breaches of fiduciary duties, conspIracy to defraud creditors and other unlawful acts; (4)
inappropriate defense agreements and join retainers; (5) transfers of funds, assets, and resources
from AlA Insurance and/or AlA Services to CropUSA and others; (6) the opinion letter issued to
Reed (e.g., Richard Riley would be forced to testify against his client AlA Services and implicate
damages for himself and his firm for providing the opinion to Reed); (7) improper actions taken
by the boards of AlA Services and AlA Insurance when they were purportedly representing the
organizations; (8) aiding and abetting of John Taylor and others of acts of fraud and breaches of
fiduciary duties owed to Reed (among other claims); (9) the conspiracy to prevent valid claims
from being pursued against certain defendants and interested parties (e.g., arguing against
naming Mike Cashman as a defendant and not pursuing valid claims against him); (10) the titling
and pledging of AlA Services' $1.2 Million Mortgage (John Taylor acknowledged that AlA
Insurance's funds (which Reed had a security interest) were utilized to pay for the legal costs that
resulted in obtaining the Mortgage); (11) acceptance of the payment of attorneys fees and costs
in violation of the rules of professional conduct (no proper shareholder approval, no shareholder
approval at all for James Beck and Connie Taylor, boards not properly seated, etc.); (11)
improperly restraining Reed, when they knew he had the contractual rights and that the
corporations were not being operated properly; and (12) acts to intentionally refuse to represent
the best interests of AlA Insurance and AlA Services (regardless of whether Reed was owed any
funds or not).
As Peter Jarvis succinctly opined that the likelihood of the Attorneys being witnesses was
real, but that at the minimum "confidentiality and conflict of interest considerations under Idaho
RPC 1.6 through 1.1 0 and RPC 1.13" are implicated even if the Attorneys were never forced to
testify against their client. See Jarvis Aff., p. 6, ~ 4(b).
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10. The Attorneys Of Hawley Troxell And Quarles & Brady Must Be
Disqualified Because They Were Never Retained Or Employed By Duly
Authorized Representatives of AlA Services and AlA Insurance.

"A lawyer employed or retained by an organization represents the organization acting
through its duly authorized constituents." RPC l.13(a).
None of the attorney in this action has been duly retained by AlA Services or AlA
Insurance. Reed and Donna Taylor have not been members of the board of AlA Services as
Required. Reed voted the shares of AlA Insurance and Reed is its only authorized officer and
director. John Taylor, Connie Taylor and James Beck have not been duly appointed, have not
been re-elected through a shareholder meeting, and they all have a vested interest in protecting
John Taylor and thwarting Reed from exercising his contractual rights. Moreover, John Taylor
and Connie Taylor are both licensed attorneys who have full knowledge of the obligations to
properly operate a corporation.
11. The Attorneys Of Hawley Troxell And Quarles & Brady Should Be
Disqualified Because They Have Failed To Proceed In The Best Interests
Of AlA Services And AlA Insurance.

RPC 1.13(b) expressly states that a lawyer is required to proceed in the bests interests of
the corporation:
If a lawyer for an organization knows that an officer, employee or other person associated
with the organization is engaged in action, intends to act or refuses to act in a matter
related to the representation that is a violation of a legal obligation to the organization, or
a violation of law that reasonably might be imputed to the organization, and this is likely
to result in substantial injury to the organization, then the lawyer shall proceed as is
reasonably necessary in the best interest of the organization ...
RPC 1.13(b) (emphasis added).
Here, the Attorneys have not proceeded in the best interests of AlA Services and AlA
Insurance as required by RPC l.l3(b). They have full knowledge of improper transfers of assets,
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full knowledge of inappropriate loan guarantees, full knowledge that the board of AlA Services
is breaching their fiduciary duties, and full knowledge that John Taylor is directing the litigation
to his interests and other interested party's interests only. The Attorneys have utterly failed in
their duties to AlA Services and AlA Insurance. Instead, the Attorneys are inappropriately
representing the interests of John Taylor, Connie Taylor, James Beck, Mike Cashman, CropUSA
and others.
12. All Of The Attorneys Should Be Disqualified Because None Of Them
Received The Required Informed Consent From The Appropriate
Representative Of AlA Services and AlA Insurance.
A consent to dual representation required by RPC 1.7 mandates that "the consent shall be
given by an appropriate official of the organization other than the individual who is to be
represented, or by the shareholders." RPC 1.13(g).
The Attorneys have entered into a joint defense agreement representing the interests of all
three corporations and John Taylor, JoLee Duclos, Bryan Freeman, Connie Taylor, James Beck
(and likely other unnamed individuals who have been responsible or taken part in the corporate
malfeasance and general conspiracy).

Under RCP 1.13(g), authorization for such a

representation is required by the shareholders or other disinterested parties. However, all of the
Attorneys failed to obtain shareholder or disinterested party approval of the joint representation,
joint defense and joint retainer as required by the Rules of Professional Conduct.
13. It Is Impossible For Any Of The Attorneys From Hawley Troxell,
Quarles & Brady Or Clements, Brown & McNichols To Obtain The
Required Informed Consent.
"[I]n some circumstances multiple representation may be permissible if both clients are
fully informed of potential conflict and the parties consent to the representation. This consent
rationale seems peculiarly inapplicable to a derivative action, because the corporation must
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consent through the directors, who, as in the present case, are the individual defendants."
Forrest v. Baeza; 58 Cal.AppA th 65, 76, 67 Cal.Rptr.2d 857 (Cal. 1997) citing Opinion 842,

Association of the City of New York Committee on Professional Ethics (Jan. 4, 1960) (emphasis
added).
Here, this action involves a creditor of an insolvent corporation and stock pledgee, Reed,
pursuing claims against the directors of AlA Services and purported directors of AlA Insurance
for fraud, breaches of fiduciary duties, conversion, conspiracy and other claims involving
corporate malfeasance.

Moreover, Reed's claims are significant in nature, i.e., not business

judgment rule claims.

The individual defendants are interested by way of their common

ownership in CropUSA, their common goals of preventing Reed and innocent shareholders from
discovering the significant fraud and corporate malfeasance at AlA Services and AlA Insurance,
and the common goal of preventing Reed and others from exercising their contractual rights.
Hawley Troxell and Quarles & Brady and individual defendants have a vested interest in keeping
the truth from Reed and the Court, and accomplishing these acts without authority from AlA
Services or AlA Insurance.
Similarly, appropriate informed consent could not have been obtained for Clements,
Brown & McNichols to withdraw from representing AlA Service and AlA Insurance because the
presumed waivers would have been given by interested parties who were defendants and should
have been on the target of claims by the corporations.
14. None Of The Attorneys Could Obtain The Required Conflict Waiver
Because AlA Services Is Insolvent.

The fiduciary duty owed to creditors of a bankrupt (or in this case insolvent) client
constrains a lawyer's ability to waive conflicts of interest. In re Running Horse, L.L. c., 371 B.R.
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446, 453 (ED. Cal. 2007).
Here, AlA Services is and has been insolvent. Although this matter is not in Bankruptcy
Court, the same principals apply because of AlA Services' insolvency and the requirement to
protect the interests of the creditors. Therefore, Reed's consent would have been required to
waive any conflicts of interest associated with multiple representations. However, the Attorneys
failed to obtain the required waivers from Reed.

15. The Questions Of Obtaining The Appropriate Waivers For Hawley
Troxell And Quarles & Brady Are Not Even Reached Because The
Diverging Interests Between AlA Insurance, AlA Services And Crop USA
Are Irreconcilable.
"If a lawyer reasonably believes representation of a client will be adversely affected by
the concurrent representation of another client, the question of waiver is not reached." State v.
Rooks, 130 Wn.App. 787, 125 P.3d 192, 198 (2005); see also RPC 1.8.

Here, the interests of all three corporations are irreconcilably divergent and there is no
possible way that Hawley Troxell or Quarles & Brady could have reasonably believed that the
interests of the corporations would not be adversely affected by joint representation. Moreover,
Reed had voted the shares of AlA Insurance and the individual defendants who consented to any
joint representation were all interested parties. Thus, any purported waivers are invalid because
they should never have been executed as the representation was not appropriate or properly
authorized.

16. No Proper Informed Consent Was Obtained By Any Of The Attorneys
From Donna Taylor, Reed, Or Disinterested Officers, Directors Or
Shareholders.
Any conflict of interest in representing a majority shareholder and corporation

III

litigation brought by a minority shareholder was not waived, where only the majority shareholder
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approved the conflict waiver. Williams v. Stanford, 977 So.2d 722, 730 (Fla. 2008).
Michael McNichols and Clements, Brown & McNichols represented AlA Services, AlA
Insurance and John Taylor without obtaining consent from the minority shareholders of AlA
Services, the Preferred A Shareholder Donna Taylor, or Reed, the only person authorized to vote
the shares of AlA Insurance. Mr. McNichols and Clements, Brown & McNichols knew that
Donna Taylor had not been paid (and that her shares had priority over any other shareholder) and
knew that Reed had not been paid and had voted his shares. When Mr. McNichols withdrew to
only represent John Taylor, he was again required to have consent from the foregoing parties.
However, Mr. McNichols failed to obtain the required consent and is inappropriately
representing John Taylor.
Similarly, Gary Babbitt, D. John Ashby and Hawley Troxell are and have been
inappropriately representing the interests of John Taylor and AlA Services, AlA Insurance and
CropUSA-all of which have irreconcilable diverging conflicts of interest.

Any joint

representation required the consent of Reed and Donna Taylor, which Hawley Troxell failed to
obtain.
Finally, Quarles & Brady represented AlA Insurance in providing the improper opinion
letter to CropUSA's lender, represented AlA attempting to settle the case, and has acted as the
"lead" counsel in subsequent settlement discussions. Moreover, Quarles & Brady is admitted to
this case through Hawley Troxell, which creates a new set of conflicts by way of Hawley
Troxell's conflicts.
III
III
III
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17. The Attorneys Cannot Inappropriately Rely Upon The Improper
Instructions From John Taylor To Perpetrate A Fraud Against Reed,
AlA Insurance, AlA Services, And It's Innocent Shareholders.

"[A]n attorney may not hide behind a client's instructions in order to perpetrate a fraud
against a third party." The Florida Bar v. Feige, 596 So.2d 433,435 (Fla. 1992).
Here, the Attorneys have full knowledge that John Taylor is directly or indirectly
controlling the litigation in this action. The Attorneys have full knowledge that John Taylor has
not been operating AlA Services or AlA Insurance for the benefit of its shareholders or creditors
in light of insolvency, yet the Attorneys have taken instructions from R. John Taylor in violation
of the Rules of Professional Conduct and failed to notify disinterested parties or shareholders of
the improper acts of R. John Taylor. The Attorneys have full knowledge that their clients' acts
(and R. John Taylor) are defrauding Reed and the innocentshareholders of AlA Services (to the
extent that they have any claims after the moneys owed to Reed are paid in full).
18. The Joint Defense Agreement And Joint Retainer Agreement Entered
Into By The Defendants Violate Ethical Rules For The Conflicting
Attorneys Violate Public Policy And Are Unenforceable.

Contracts that violate ethical rules violate public policy and are unenforceable. Evans &
Luptak, PLC v. rizza, 251 Mich.App. 187,650 N.W.2d 364, 370 (Mich. 2002).

Here, AlA Insurance and AlA Services entered into a Joint Defense Agreement and Joint
Retainer Agreement purportedly drafted by Hawley Troxell.

See Bond Aff., Ex. 10 (joint

meeting minutes of the purported boards of AlA Services and AlA Insurance approval a Joint
Defense and Retainer). Presumably, CropUSA was also made a party to the Joint Defense and
Joint Retainer Agreement, however, this information has not been provided. However, these
"Joint" agreements violate ethical rules and are unenforceable, as are the purported waivers that
the Attorneys will presumably argue are obtained in such agreements.
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19. The Attorneys May Not Jointly Defend The Corporations And The
Individual Defendants.
Courts and commentators have consistently stated that an attorney cannot represent an
officer or director and the corporation when allegations of fraud are made against the officer or
director. Law of Corp. Officers & Dir.: Indemn. & Ins. § 4:5 (2006) ("An attorney may not
represent both the board of directors and the corporation where the directors are alleged to have
committed fraud."); Forrest v. Baeza, 58 Cal. App. 4th 65,67 Cal. Rptr. 2d 857 (1st Dist. 1997)
(An attorney may not represent both corporation and directors in a shareholder suit where the
directors are alleged to have committed fraud.); Musheno v. Gensemer, 897 F. Supp. 833 (M.D.
Pa. 1995) (An attorney representing a corporation and its board of directors in a shareholder suit
would be disqualified from representing a corporation, where the complaint alleged fraud and
self-dealing by directors, revealing a clear divergence of interests between a corporation and its
directors) .
Thus, the Attorneys may not directly, or indirectly through any joint defense agreement,
represent the interests of John Taylor, Connie TayIor, James Beck, AlA Services, AlA Insurance,
CropUSA and any other interested party or individual defendant with claims of corporate
malfeasance against him or her. By analogy, the Attorneys may also not represent the interests
of CropUSA, AlA Services and AlA Insurance because Reed's Fifth Amended Complaint (and
all the evidence) demonstrates that AlA Services and AlA Insurance should be pursuing claims
against CropUSA and the responsible parties.

III
III
III
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20. As The Pledgee Of AlA Insurance And The Only Person Authorized To
Vote Its Shares, Reed Has Not And Will Not Consent To The Joint
Representation Of AlA Insurance And Any Other Defendant.
Informed written consent is required for any joint representation.

RPC 1.7.

Disqualification of any attorney from subsequent representation is for the benefit of the former
client and protects the client's feeling ofloyalty owed by the attorney, and can only be waived by
the client. Prospective Investment and Trading COO} Ltd. V GBK Corp., 60 P.3d 520, 525 (Okla.
2002).
Here, Reed is the only person with the authority to waive any conflicts or consent to the
waiver of any conflicts pertaining to the joint representation of AlA Insurance. Reed has not
consented and will not consent to AlA Insurance being represented jointly with any other
defendant in this action by Clements, Brown & McNichols, Hawley Troxell or Quarles & Brady.
See also Affidavit of Donna Taylor (who also does not consent as the priority shareholder of

AlA Services).

21. The Attorneys' Representation Results In The Violation Of The Rules Of
Professional Conduct And Requires Their Withdrawal Or
Disqualification.
Once representation has commenced, a lawyer shall withdraw from the representation of
a client if "the representation will result in violation of the rules of professional conduct or the
law." RPC 1.16(a)(a).
Here, the attorneys are representing defendants: (1) knowing that financial statements are
being misrepresented in violation of the law, (2) knowing that fiduciary duties are being
breached, knowing that fraud has taken place and continues to take place, (3) knowing that a
fraud is being perpetrated against Reed, even if Reed was not a creditor, (4) perpetrated against
the corporations and their shareholders (which include Reed), and (5) knowing that numerous
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rules of professional conduct are being broken.

Significantly, the Attorneys are aiding and

abetting John Taylor, Connie Taylor, James Beck, CropUSA and other interested parties in
violation of RPC 1.16. Thus, the Attorneys should withdraw or be disqualified.
Thus, for anyone or more of the reasons set forth above, the Attorneys should be
disqualified.

22. Disqualification
Impropriety.

Is

Required

Because

Of

The

Appearance

Of

The Idaho Court of Appeals explained a four-part test to determine whether an
appearance of impropriety alone will give a party standing to interfere with an adverse party's
choice of counsel:
(1) Whether the motion is being made for the purposes of harassing the defendant, (2)
Whether the party bringing the motion will be damaged in some way if the motion is not
granted, (3) Whether there are any alternative solutions, or is the proposed solution the
least damaging under the circumstances, and (4) Whether the possibility of public
suspicion will outweigh any benefits that might accrue to continued representation.

Weaver, 120 Idaho at 698 (emphasis added). "The existence of an appearance of impropriety
should be determined from the perspective of a reasonable layperson." Clinard v. Blackwod, 46
S.W.3d 177,187 (Tenn. 2001).
Here, the disqualification of the Attorneys is warranted because Reed is not is not
bringing the motion for harassment purposes, he will be damaged further if the motion is not
granted, there are no alternative solutions as the conflicts are irreconcilable, and the public would
be highly suspicious of any continued representation (particularly when the conflicts involve
corporations with shares held by the public). See Affidavit of Reed Taylor, p. 3,

~

5. Based

upon the perspective of a lay person (or any other person for that matter), the fairness to Reed
and the integrity of the judicial system require the law firms to be disqualified for anyone or
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more of the reasons articulated below.
Moreover, the Attorneys are defendants in other lawsuits that involve claims of aiding
and abetting, conversion and other claims supported by the same documents and subject matter
of this lawsuit. Significantly, the disqualification of the Attorneys is also warranted because they
are also witnesses (see Section 12 above).

VI. CONCLUSION
For the reasons articulated above, the Court should disqualify the attorneys and law firms
of Hawley Troxell, Quarles & Brady and Clements, Brown & McNichols to resolve the
substantial irreconcilable conflicts of interest among the defendants, ensure the fairness to all
parties in this action, maintain the integrity of the legal system, resolve appearances of
impropriety, and prevent later appeals based upon the irreconcilable and nonconsentable
conflicts of interest involving all of the Attorneys.
In addition, the Court should enter an order requiring each corporation to retain separate
counsel and not participate in the defense or "joint defense" of John Taylor or other interested
parties.
DATED: This

4th

day of September, 2008.

Michael S. Bissell
Attorneys for Plaintiff Reed J. Taylor
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